ae a nr 


KANDINAVISKA BANKEN 


the 
os 


QUARTERLY REVIEW 


Vol. 39 - No. 2 - April 1958 


CONTENTS 


Can the Pension Fund Rescue Savings? 


Hopeaticlaindhery\< <a) < she wifeeye ive Gh nls say omn< lay eis 39 
The International Iron Ore Market since the War. 
Bp Actes OKCRNSON: 540 8G fee Sov ey pe eA ews lees 8 47 
The Industrial Institute for Economic and Social Research. 
in BAe WV IMAers Avia cin ret eee ce Pseee ee Wned & ph ss wise “ms ae 53 
RR AOROMTE SIMEON © ven (2p 5) nie er eid Wein as + b. w e  e 8 58 
Roveduetio of articles contained in this Quarterly is permitted provided the source is stated, All communications 


é 
Pe 
2 


«wz regarding the Quarterly should be addressed to Skandinaviska Banken, Stockholm 16 (Sweden) 


ol 
e 


od * en 


SKANDINAVISKA BANKEN 


GOTEBORG STOCKHOLM MALMO 


BOARD OF DIRECTORS 


Chairman: GustTaF SODERLUND 
Deputy Chairmen: Ernst Weutse, K. R. BOKMAN. 
Other Directors: Gosta LiepBerc, E, WUKANDER, SVEN SCHWARTZ, 
Tace Cervin, DAn-Axet Brostrom, J. NoRDENFALK, 
F. HartTMAnn, S. HAMMaRSKIOLD, STIG GORTHON, 
Erix Lunou, L. E. Tounnotm, C. Linpskoc. 
Deputy Directors: HAKAN ExMAN, Cur. von Sypow, Tace THOMASSON 
ERLAND WALDENSTROM, WILHELM EKMAN, Per Carusson, N. Hoimstrom, 


F. Anrtn, F. Fesst, To. WESTERSTROM. 


MANAGERS 


GOTEBORG 
Erk Lunpx (Managing Director), F. Aurtn (Deputy Managing Director), 
Nuts Lsunepaut, E. Hotmserc, Orvar Hansson, Nits BOKMAN, 
Ernst pz Mart, Tep Mannuemer, A, SARNBLOM, STEN WETTER. 
STOCKHOLM 
L. E. Taunnorm (Managing Director), F. Frsst (Deputy Managing Director), 
A. Brregvist, E. BySrKMan, S. G. Marmara, 
I, Bercquist, N. E, Ines", B. Linperen, WATER MarKLAND, E. RANEFoRS, 
Lars FocELkiou, Sture Utvskoc, A. WisKANDER. 
* Also member of the managements in Géteborg and Malmé 
MALMO 
C Linpsxoc (Managing Director), Tx. Westerstrém (Deputy Managing Director), 
Gésta Fries, K. G. Lrnypnom, J. Ont, N. Herstow, C. G. REGNELL. 


Editor of the Quarterly Review: Benet Sennesy, Manager's Assistant, Stockholm. 


Economic Adviser: Professor Erik Lunpserc, University of Stockholm. 


— a 


W 
y 


3 


SKANDINAVISKA BANKEN 39 


BY PROFESSOR ERIK LUNDBERG 


BThe scope of the pension reform 
_and the need for capital 


A major social question, the last really big one, 
namely how and on what scale pensions are to be 
“provided for the Swedish population, is well on 
the way to being solved. The major economic 
risks for the individual income earner which arise 
from unemployment, disablement, illness, old age 
and death will be almost entirely eliminated by 
social action. While it is true that the Swed- 
ish citizen will still be able to get into various 
kinds of economic difficulties even after the ex- 
tensive pension reform has been put into effect, 
__ this will be much less likely than before. Economic 
life from the cradle to the grave will appear to 
run a fairly smooth course for the normal citizen 
who is not plagued by too great a taste for busi- 
ness hazards. This does not simply mean that the 
individual is guaranteed a minimum of subsistence 
if and when he is confronted with unemployment, 
‘illness or old age. The elimination of risk is gener- 
_ally designed to permit anyone who is unemployed, 
ill, disabled or pensioned to maintain a standard 
of living which does not differ too much from 
‘that he enjoyed when he was in full time employ- 
ment. The target for the pension reform as pro- 
posed by the Government is a pension correspond- 
‘ing to at least 60 per cent of real income during 
one’s active lifetime. In general, the proposal 
implies that the pension standard of the Swedish 
people should be set at a very high level, par- 
ticularly when we remember that the needs and 
“running costs” of a person in retirement are 


ive lifetime, especially during the period when 
children were being brought up. 
_ There is no need to go into the concrete details 


f 
> 
{ 
| CAN THE PENSION FUND RESCUE SAVINGS? 
: 


and Opposition for the coming pension reform 
here. It is well known that the intention is to 
raise the basic retirement pensions (folkpensio- 
nen), that are equal for everyone, by successive 
stages, and, on top of that, to introduce a system 
of supplementary pensions which are determined 
in some relation to income earned during one’s 
active lifetime and which are financed out of 
pension fees. The reform will also include 
protection against disability, and a system of 
family pensions. No one knows what the exact 
nature of this reform will be by the time it is 
finally approved. There is, however, a large 
measure of agreement between current proposals 
for solving the pension reform question as regards 
the objects of the reform, namely the benefits’ 
side, i.e. the intended improvement in the pen- 
sioner’s standard. 

This paper also starts out from the benefits’ 
side, and aims at throwing some light on one of 
the central problems of the pension debate in 
recent years, namely the possible negative effects 
on capital formation of a pension reform of the 
size proposed, and the consequent need to link the 
reform with the creation of pension funds on a 
considerable scale. Only the general question 
of the way in which the need for the pen- 
sion fund formation can be assessed will be 
examined here. We take as our starting point the 
Government’s proposals on the principles for a 
general pension reform (Proposition No. 55, 
February, 1958), and the relevant parts of the 
General Preparatory Committee’s proposals on a 
statutory supplementary pension scheme (the 
compulsory scheme). The difficulties of adminis- 
tering a large pension fund in accordance with 
the compulsory scheme have been analysed in the 
report of the 1957 Committee on Pensions, and 
will not be discussed here. 
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The successive increase in the basic pensions 
which is envisaged, plus the proposed amount of 
the supplementary, disablement, and family pen- 
sions, will involve, according to the government 
proposals on the principles for a general pension 
reform, a very large increase in total pension 
costs for society as a whole. The approximate 
magnitude of the money expenditure at which the 
pension reform aims would gradually come to 
represent nearly 1/5th of the 1957 net national 
income (taking account of the increase in popula- 
tion) and perhaps more than 1/4 of total wage 
incomes. This comparison has been made with 
the total out-payments on pensions in the year 
1990 as the target for the pension reform. It is, 
of course, extremely hazardous to judge how 
great a redistribution of income from active to 
elderly and disabled people etc. is implied in the 
reform, on the basis of comparisons with current 
expenditure on pensions. A calculation based on 
out-payments of pensions considerably overesti- 
mates the increase in the total costs of pensions 
to society. In addition to the old age pension and 
retirement pensions, business men and _ self-em- 
ployed persons have made arrangements of vari- 
ous kinds for a reasonable level of pensions, 
while the worst off among the elderly and dis- 
abled persons obtain an important addition to 
their subsistence standard by means of gifts and 
help from active sections of the population. On 
the other hand, it is perhaps conceivable that the 
well-provided for old people of the future will 
give support and aid to those relatively poor 
people who are still actively employed, and par- 
ticularly those who are raising families! 

When one does not have the necessary statistical 
data and other necessary information, it is custom- 
ary to take a few arithmetical examples for il- 
lustration — this is a modern and convenient ex- 
pedient. The following examples are intended to 
show the order of magnitude of the possible in- 
come redistribution in question, and the ac- 
companying burden on the standards of the active 
population, which the Government’s proposals for 
a general pension reform may involve. It is not 
unreasonable to assume, on the basis of the fig- 
ures given in the Proposition, that social expend- 
iture on old age, disability, and family pensions 


is to be increased by Kr. 6—8 milliard (at constant 
prices) over a period of 30 years, i¢., by an 
average of over Kr. 200 million per annum. This 
sum, aS a measure of the annual rate of transfer 
of incomes, could mean a brake on the rate of in- 
crease in real income for the productive age 
groups by something like 1/3rd, assuming an an- 
nual rate of increase in real income per capita of 
1.5 per cent. 

The following problem can be posed on the 
basis of this example. For various reasons, it is 
highly desirable that this substantial improvement 
in the standard of pensioners should be accompa- 
nied by an increase in productivity in the economy 
which is large enough so that the rate of in- 
crease in real wages, which is assumed to be 
possible without the pension reform, might be 
preserved in the future. The reactions of the wage 
earners can very well lead to this result, as will 
be discussed in greater detail below. The rise in 
the trend curve of productivity which is necessary 
for such a general raising of standards presup- 
poses a sufficient increase in capital formation. 
Let us develop our example by assuming that 
there is an average relationship of 5 between the 
real working capital in society and the net value 
of production. The result of this extremely spec- 
ulative analysis is that we should need to increase 
net capital formation by close on Kr. 1 milliard, 
or about 2 per cent of the present net national in- 
come, in order to obtain an addition to the capital 
stock large enough so that the successive raising 
of the pension standard does not depress the 
prospective trend of real wages. 


The decline in savings 


tion between the pension reform and capital for- 

mation is then as follows. In itself, the demand 

for a higher rate of increase in productivity 

which is implied in the pension reform would E 
require correspondingly more capital and a higher _ 
savings and investment ratio. At the same time, 
however, the guarantee which has been given — 
of a reasonable standard of living in old age, — 
sickness, and disability removes important incen- - 
tives to save on the part of the individual income _ 


" 
The heart of the problem as regards the rela- 
. 
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earner. A very large part of personal saving which 
takes place at present via life and pension as- 
surance schemes must appear to be unnecessary 
in view of the pensions’ benefits which the reform 
involves. This can also be expected of a great deal 
of other savings by individuals and firms which 
is aimed, directly or indirectly, at ensuring a rea- 
sonable standard when, for various reasons, in- 
come from work comes to an end. 

It is, of course, of little value to make even the 
most imprecise and approximate estimate of how 
large the decline in savings of this kind could be 
even if, like the 1957 Committee on Pensions, we 
limit the horizon to the 1960s. One fundamental 
difficulty is the norm for comparison: how would 
savings, particularly savings for pension purposes, 
have developed in the absence of a general pension 
reform? It is not permissible simply to begin from 
the present situation and extrapolate a trend on 
the basis of unreliable statistical data. The lively 
debate on the subject of pensions indicates that 
there is a strongly-felt potential need for a con- 
siderable improvement in the level of pensions for 
the masses of wage earners and small inde- 
pendent entrepreneurs. But we can only hazard 
a guess as to the rate at which, and with what 
volume of savings, these needs could have been 
met, e.g., in the next 10 or 20 years. Anyway, 
forecasts based on guesses of this kind can never 
be “tested”, since we are undoubtedly going to 
“force through” a radical and fundamental pen- 
sion reform. 

It is easy to show why every ambitious at- 
tempt to forecast the effects on savings of bigger 
pensions must seem hopeless and devoid of mean- 
ing. An investigation of this kind must in fact 
involve a forecast of the way in which the whole 
development of the economy and of economic 
policy is altered by the pension reform, and in 
such a forecast, the effects on savings will appear 
as relatively small adjustments at the margin. The 
above mentioned pension committee was aware 
of the absurdity in the whole problem of investi- 
gating the effects of the pension reform upon 
Savings, and it limited itself on this matter to in- 
dicating certain tendencies in the volume and 
direction of savings which would follow from a 
‘pension reform. The tendencies which emerge 


7 
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from the analysis are based on a number of as- 
sumptions, which in fact means that more com- 
plicated reactions are eliminated or ignored in 
the various alternatives. However, all the alterna- 
tive calculations do suggest a strong tendency 
towards a negative effect on the savings of the 
private individual. Figures for a so-called struc- 
tural decline in savings of the order of Kr. 500 
million per annum on the average are obtained 
for the 1960s. But there is a very wide range of 
possibilities with regard to various assumptions 
about figures for saving propensities and income 
redistribution etc. It should be particularly empha- 
sised that considerably higher figures can be ob- 
tained for the decline in savings if it is assumed 
that, without a government reform, there would 
be a more rapid natural growth in private pension 
arrangements than that on which the Committee 
on Pensions based its calculations. 

The clear tendencies towards increased con- 
sumption both among pensioners and among those 
in the active age groups of income earners which 
can be expected to follow from a reform of this 
kind are quite incongruous from the point of 
view of society as a whole. It is in a sense para- 
doxical that a substantial rise in the standard of 
living of elderly and sick people, which we agree 
is just and reasonable on social grounds, should 
be accompanied by a refusal on the part of the 
active age groups to allow this to influence their 
own standards of consumption to any great ex- 
tent. But it is in fact the good pension prospects 
they themselves have that encourage an extra in- 
crease in consumption. These tendencies will ac- 
centuate the present problem of a shortage of 
savings in the Swedish economy since, to judge 
from a recent government investigation on in- 
vestment needs, there will in all probability be a 
considerable shortage of savings at the time when 
the pension reform comes into force. Temporary 
cyclical downswings can be ignored in appraising 
the long term prospects which are relevant here. 


Man’s impatience and his economic dilemma 


Indeed, we touch here on a pervading feature 
of a full employment economy which has a strong 
infusion of collectively organised welfare and se- 


curity policies. Our dilemma can be expressed in 
various ways. The benefit and expenditure side 
tends to run away at a rate which does not cor- 
respond to the increase in production. The “im- 
patient person” of the post-war period — as he 
is shown to be by the organisations and by the 
politicians — simply does not have the time to 
wait. Savings during a period of waiting in order 
to finance and make possible a higher standard 
in the future, whether it concerns a motor car, a 
vacation trip, a house of his own, or a better pen- 
sion, belongs in the small world of individual 
responsibility. A substantial requirement of sa- 
vings in such cases means a brake on the rate of 
increase in the individual’s standard of living, 
and in the interval the accumulation of savings 
will, at the same time, provide the growth in real 
capital resources which makes the required in- 
crease in production possible. 

For a long time now we have been busy erecting 
and organising a more “efficient”, and, in many 
respects, a more just world, in which there is no 
need to wait, or to wait so long, for reforms and 
improvements in living standards. To rely on the 
propensity to save of the individual involves not 
only waiting but also injustice and difficulties for 
the large groups of income earners who have little 
or no desire or ability to save. Society is in- 
creasingly organising opportunities for obtaining 
coveted improvements in standards more quickly, 
and with less saving on the part of the individual. 
Apart from hire purchase, there is also the 
Swedish housing policy, which is well organised 
from this point of view in that the necessity for 
private saving has been drastically reduced — 
despite some signs of reversal in recent years — 
thanks to government loans and subsidies. Social- 
ly organised protection against unemployment and 
illness are also examples of these types of im- 
proved standards which do not require any signif- 
icant act of saving. The forthcoming pension 
reform may eventually be the biggest and most 
radical step in this direction. Pension provisions 
arranged by the individual via private insurance 
involve accumulation of premium reserves and 
thereby a great deal of savings, and a long period 
of waiting, before the desired improvement in 
standards is obtained. The impatience of our poli- 
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ticlans in the competitive struggle to bring about 
these higher standards quickly has necessitated 
proposals for the organisation of a system of 


distribution in which the pension premiums will, — 


in large measure, be used directly for financing 
current pension payments. So great is the haste to 
improve the basic retirement pension benefits 
(‘‘folkpensionen”), that the question of financing 
a large part of the increase in expenditure has 
been left open. It is estimated that out-payments 


will exceed income by about Kr. 1 milliard by 


1970. 

When higher pension standards are decided 
upon or promised which either cannot, or can only 
to a small extent, be combined with individual 
acts of saving, the financial problems with which 


economic policy has been wrestling during the — 


whole of the post-war period are accentuated. 
One important consequence of the above men- 
tioned “efficient” type of solution to the problem 
of pensions and other increases in standards which 
are being forced through, is that the problems of 
a shortage of savings which ensue must be solved 
collectively, and, in the main, as part of general 
economic policy. The financing of the increase 
in the payments of basic old age pensions thus 
becomes very much a general problem of fiscal 
policy. The question which the Committee on 
Pensions has asked with regard to the supple- 
mentary pensions is: how much compulsory sa- 
ving should be extracted for the formation of a 


pension fund so that total savings in the economy ~ 


will attain a reasonable level? If we wish to avoid 
the administrative and technical difficulties in- 
volved in running a compulsory saving scheme in 
large pension funds, then the problem arises of 
obtaining the desired increase in saving via a 


fundamental change of economic policy. In both — 


cases, the necessary action falls upon government 
economic policy, since the “natural” link has been 
broken between a desired improvement in stand- 
ards and the requisite acts of individual saving. 


The need for a large pension fund 
To shift the solution of the capital formation — 


problem which follows from promises of higher — 
pension standards to government economic policy 


Ee 
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arouses misgivings on many scores. There are 
‘good grounds for doubting both the efficiency of 
the attempts at a solution and at the same time 
for being disturbed at the thought of energetic 
attempts being made with ineffective methods. 

_ The 1957 Committee on Pensions has shown 
at it is extremely difficult to estimate the effect 
savings of the building up of a big pension 
fund through the levying of compulsory premi- 
ms which exceed the current out-payments of 
nsions. No one can judge in advance (or even 
etrospectively) how the premiums paid to the 
upplementary pensions’ system will be distributed 
etween wages and business profits. In certain 
ituations, it is probable that wage increases will 
less than they would otherwise have been. The 
sion premiums would then be paid wholly or 
part by the wage earners. In other circum- 
tances, it is possible that the labour union or- 
nisations will be in a position to extract full 
compensation for the rise in premiums. It is 
obvious that the effect on savings of the forma- 
of a pension fund must be quite different in 
these two cases. A limitation of the wage increases 
by a given amount of pension premiums perhaps 
aly causes a reduction in saving by 10 per cent 
»f this sum after tax, while a similar reduction in 


he case where the sum of wages is reduced by the 
account of premiums paid, the net increase in 
ving will be 60 per cent of the rise in the fund, 
t in. the second case, where the pension premi- 
ums reduce business saving by the same amount, 
the emai up of the fund will have no net effect 


"The manner in which, and the extent to which 
the pension premiums paid will be shifted will 
| end, inter alia, on the general development of 
e economy and on the economic policy pursued 
the Government. There may be big differences 
this respect between various sectors of the 
omy. In a predominantly inflationary situa- 
the rising pension premiums can mean an 
stimulus to price and wage increases, and 
‘net saving effect of the fund-savings will 
be in doubt for that reason. In a situation 
* prices in many sectors are determined by 


foreign competition, the premiums levied cannot 
be shifted to the consumer, and if the wage in- 
creases match the rise in productivity, the aug- 
mentation of the pension fund simply means a 
transfer of business savings to the fund with no 
net effect on total savings. On the other hand, it 
is of course possible to envisage economic situa- 
tions, with a very moderate wage policy, in which 
the fund savings leave a considerable net effect. 

The premisses are thus exceedingly uncertain 
for estimating the need for a pension fund which 
is designed to compensate for the decline in 
savings which the pension reform may precipitate, 
and in addition — according to the objectives in 
the Proposition — to bring about an increase in 
the capital formation ratio over the present level. 
Another question is whether the decline in sa- 
vings in the public sector is to be included in the 
demand for compensation. As has been argued 
above, an extension of the basic retirement pen- 
sion in accordance with the present proposals 
would mean a large increase in net costs. The rate 
of funding, according to the compulsory scheme 
on which the Committee on Pensions based its 
proposals, which would increase the total pension 
fund belonging to this scheme to about Kr. 20 
milliard by 1970, would probably be quite inade- 
quate to compensate for the decline in private and 
public saving associated with the pension reform. 
Even if it is supposed that the rising expenditure 
on basic old age pensions is financed within the 
budget, it is uncertain whether even this high rate 
of funding in question is sufficient, namely if the 
accumulation of a fund consists to a large extent 
of a transfer of business savings which would 
otherwise have occurred. If this is the case, an 
increase in the rate of funding may be very inef- 
fective in achieving the objective of a larger 
capital formation ratio for the Swedish economy. 
The result may instead be that the structure of 
saving is radically altered. 

It is thus possible to argue for a substantially 
higher rate of funding than the Committee postu- 
lated, and to recommend that it is better from the 
point of view of total savings to make this pension 
fund too large than too small. But it can also be 
argued just as well from other standpoints, that 
there should be a considerably lower rate of fund- 
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ing than that proposed by pointing out, on the 
one hand, that every extra milliard kronor gives 
a relatively small increase in net savings, and on 
the other hand, that, in all probability, this would 
be accompanied by undesirable changes in the 
structure of savings. In fact, beneath the pension 
fund question, there are deep-seated political dif- 
ferences as to how savings should be owned and 
divided, i.e., on the question of the distribution of 
property. In the last resort, the problem of pen- 
sion funding is an extremely delicate political 
question which cannot be treated simply as a 
normal problem of economic policy and admi- 
nistration. A rough indication of the nature of 
this problem will be given, but it is necessary, 
first of all, to provide a basis for the discussion 
by giving some information about the size and 
composition of savings. 


The structure of saving and the pension fund 


An attempt can be made to form some estimate 
of the effects of a government organised pension 
funding scheme on the structure of saving, and 
the importance of the fund in the capital market, 
by means of some simple comparisons of the type 
used in the report of the Committee on Pensions. 
If we begin by looking at the compulsory scheme 
proposal, the annual funding would amount to 
more than Kr. 2 milliard by 1970. (According to 
the government proposal, which assumes a some- 
what less rapidly rising scale of contributions 
than the preliminary proposal, the annual amount 
of funding would amount to Kr. 1 milliard during 
the first half of the 1960s.) These figures for the 
increase in the pension fund — which, as was 
pointed out above, will probably not be sufficient- 
ly large to compensate for the decline in saving 
which will result from the total pension reform 
— should be compared with the available informa- 
tion about the size and distribution of savings in 
the Swedish economy. Norms for comparison are 
not, however, clearly given. The funding perhaps 
does not appear to be particularly large in relation 
to the following figures of gross saving. A 
stronger impression is left if comparison is made 
with the net saving figures, and particularly if 
the funding is looked at against the background 


of figures for the annual turnover on the capital 
market. 


Net saving 
Year 1956 Gross (excluding depreci- 
Milliard kronor saving ation and repairs 
and maintenance) 
Frouscholds'.ascisie<coem seine 255——o06 23 
BUSINESS HITS = oat es) svertate 8,5—7:5 25 i 
Public authorities ........ 5 1,5 
Rest of the world ........ ° ° 
Total 16 6 


The figures for net saving in Sweden must, in 
particular, be treated with great caution. The in- 
tention here is simply to give an approximate 
picture of the relative magnitude of the pension 
fund savings as proposed. Vague residual items 
in the national accounts lead to great uncertainty 
in the division of savings between households and 
business firms, and this is reflected in some 
measure in the table. A further point to note is 
that the above estimates of household savings also 
cover savings by individual entrepreneurs in 
agriculture, trade and handicrafts, self-employed 
professional people, etc. A tentative calculation 
based on the enquiry into savings made by the 
National Institute of Economic Research (Kon- 
junkturinstitutet) for the year 1955 suggests that 
about 45 per cent of household saving, or about 
Kr. 1,200 million, stems from “business house- 
holds”. The same enquiry on savings estimates 
that about 1/4 of household savings consists of 
saving via life and pension assurances. 

A rough comparison thus demonstrates that the 
yearly contributions to the proposed big pension 
fund could become a substantial part of total net 
savings. Jf, thanks to, or in spite of, the pension 
reform including the formation of the pension 
fund, the net saving ratio of the economy were to 
be as high in the year 1970, the yearly increase of 
the fund would constitute about 1/3—1/4 of total 
savings (on the basis of reasonable assumptions 
about the rate of increase in the national income). 
If the net saving ratio were to fall, despite the 


compulsory savings in the fund, the share would — 


be greater, and vice versa if the ratio were to rise. 
The conclusion is that the structure of savings 
would be radically altered. As has been argued 
above, there are many alternatives here. The 
funding may squeeze the household savings share 
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drastically, especially insurance savings, and also 
the share of public saving, if fiscal policy is not 
effective enough to counteract this tendency. These 
figures also indicate that fund saving appears to 
be large in relation to the net saving of business 
firms, so that it is “easy” to imagine a marked 
constriction of its share of total net savings and 
hence a transfer of savings from business to the 
pension fund. 

Tt follows from the above argument that the 
structural changes in the streams of savings on 
the credit and capital market which may accom- 


pany the creation of a large pension fund could 


be very marked. Only a part of the annual gross 
and net saving in the country is harnessed via 
the institutions of the credit and capital market. 
A large part of the investment outlay of business 
firms and in the public sector is financed from 
internal savings. From this point of view, funding 
can be conveniently compared with the increase in 
the total assets of the capital and credit market 
institutions (savings banks, insurance companies, 
the post office savings bank and commercial 
banks). This increase has amounted to close on 
Kr. 3 milliard in recent years. If funding has a 
fairly considerable damping effect on the savings 
surpluses within the household and business sec- 
tors, the saving which corresponds to the increase 
in the pension fund may become even more pre- 
dominant on the capital market than is indicated 
by direct comparisons with the savings visible 
there. 


The question of political power 


In the light of the above comparisons, the crea- 
tion of savings by means of a central pension 
fund at the rate and of the amount corresponding 
to the draft proposals of the Government can 
thus bring about very substantial shifts in the 
composition of savings, and radical changes in the 
structure of the capital market. To judge from the 
above information, there would be a strong tend- 
ency to concentrate the savings available for bor- 


_ rowing on the capital market on this pension fund. 
In the same manner, this concentration of available 
"savings must be assumed to signify a correspond- 


ing dependence on credit primarily by those parts 


of the economy whose shares of total savings will 
decline as a consequence of the pension reform. 
We cannot tell in advance how this structure 
would alter successively with the growth of the 
pension fund. Various possibilities have been 
suggested above. It might be particularly awkward 
for various parts of the private sector if the 
Government were effectively to counteract the 
decline in savings in the public sector which the 
pension reform tends to imply by using fiscal and 
monetary policy in a way which squeezed the 
profit (and savings) margins of business firms. 
Obviously, there are great possibilities for using 
the large and rapid growth of the pension fund 
which is controlled directly or indirectly by the 
Government so that it can acquire an overwhelm- 
ing concentration of power on the capital market. 
“Tn the long run”, tricks of dividing up the funds 
in three parts and a right of re-borrowing parts 
of the funds for business firms — as proposed by 
1957 Committee on Pensions — are of little 
importance as barriers to misuse of power. 

This leads to a political question which poten- 
tially is a very burning issue. The debate on the 
pension reform has, in the main, avoided this 
bone of contention, whic! fundamentally in the 
last resort concerns the manner in which a rapidly 
growing, government-controlled and regulated 
pension fund can be utilised for the purpose of 
attaining far-reaching goals concerning the distri- 
bution of property and power in society. The 
political debate has, in general, contented itself 
with using “conventional weapons” — arguments 
about the distribution of the pension benefits, the 
degree of collective and voluntary association with 
the system, the inflationary risks which may arise, 
etc., while the fundamental questions of the possi- 
bilities of the concentration of power and indirect 
nationalisation, which must at any rate mean a 
growing temptation as the fund increases, have 
scarcely been touched upon in the debate. Perhaps 
arguments of this kind are considered to be too 
sweeping and too explosive, and directed to a far 
too distant long run. The debate is probably also 
complicated by the circumstance that pension 
systems with a considerable degree of voluntarism 
and decentralisation assume still bigger pension 
funds — if the level of pensions does not, on the 
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average, fall too far short of the Government’s 
proposals. More liberal pension forms — as have 
been proposed by the Liberal Party — which are 
based to a large extent on individual needs and on 
premium reserve systems, would probably bring 
about rapidly rising pension fund savings. The 
essential point is, however, that such a system 
would not necessitate a change in the distribution 
of saving and disturb the structure of the capital 
market in the same drastic manner as a centralised 
pension fund on the lines of the compulsory 
scheme set out in the government proposal. Sa- 
vings would take place in decentralised forms and 
would, in the main, be invested directly in business 
firms and via insurance companies. The distribu- 
tion of saving, and the structure of the capital 
market as well, would appear quite different under 
a free than under a compulsory system. 

The assessment of the advantages and disad- 
vantages of such radically different methods of 
solving the capital formation problems in connec- 
tion with a pension reform must be quite divergent 
in different political quarters. It has been shown 
above that there are both economic and political 
reasons per se for combining the development of 
a pension system according to the proposals of 
the Government with comprehensive compulsory 
saving by means of a growing pension fund. In- 
deed, it would be irresponsible simply to allow the 
decline in savings to take place. But the argument 
can take on a deeper form. Pension fund saving 
along the lines of the proposed compulsory scheme 
can be said to mean a desired democratisation, or 
perhaps more correctly a collectivisation, of sa- 
vings and of the ownership of property. Despite 
the high taxes, there is in our predominantly capi- 
talistic economic system. a cumulative tendency 
towards growing injustice in the distribution of 
savings and therefore in property, which may be 
halted by means of a broadly based system of 
compulsory pension savings. And there is the 
further argument about the possibilities for more 
effective government control over the use of 
savings than is possible at present, including 
theoretical arguments about moving towards a 
more democratic control of ownership. 

According to the value judgements of the author 
of this article, there are very great risks in de- 


velopments such as those sketched above. The 


pension fund — or funds — of the compulsory — 


system would be administered by a small group — 


of people, who would be responsible to a few 


persons, and collaborating with a powerful minor- — 


ity in the Government and the Riksbank. How- 


ever admirable these persons may be, and no mat- | 


ter how many ingenious barriers to misuse of 
power are put up, a concentration of power over 
the capital market on the scale visualized above 
provides too great temptations and too good op- 
portunities for directing investment in the econo- 


my against the interests of the individual con- — 
sumers and income earners. The capital and — 
credit market cannot simply function efficiently | 
as a market with a preponderating pension fund — 


which is under direct or indirect government 
control. 


A negative conclusion 


As has been argued above, it is doubtful wheth- 
er pension fund saving on the lines of the 
compulsory scheme proposal really is an efficient 
method of compensating for the decline in savings 
and restoring or increasing the capital formation 
ratio of the Swedish economy. It is quite possible 
that the rapidly growing pension fund will largely 
mean a transfer of saving from other sources, 
and the result will to that extent be a concentra- 
tion of saving on the capital market which the 
author considers to be undesirable. Moreover, 
substantially more fund savings and government 
savings than the compulsory system and the Goy- 
ernment’s proposal indicates might be necessary 


in order to attain the goals of capital formation — 


which may be desired on various grounds. 
The difficulties in the way of finding an effi- 
cient solution to our problem of a savings short- 


age with the help of a compulsory building up of 


a large, centrally administered pension fund, and | 


the many serious disadvantages associated with 


an attempt at this type of solution, originate 


largely in the dilemma of an increased requirement 
for and a diminished supply of savings which 


{ 


{ 
} 
| 


necessarily accompanies a too generous pension 


system. The “impatient full employment person” 
reacts irrationally, from the point of view of 
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4 society as a whole, when he is promised benefits 
: which are perhaps not really necessary at the 

margin, and which he really has neither the desire 
_ nor the means to pay for, in the sense that he has 
other more urgent or more immediate needs to 
J think about. An expression for this sort of reac- 
tion comes in the form of demands for compensa- 
ting wage increases, when economic conditions 
_ permit, and a reduced flow of savings. In a situa- 
tion in which the pension benefits’ side has run 


away with the politicians, it is extremely difficult 
to extract, on the side, so to speak, the large 
volume of current savings which is needed if we 
are to have the economic resources to afford to 
‘put through the pension reform at the desired 

» tate. 
The negative attitude taken in this article to- 
_ wards the big pension fund solution refers in the 
first instance to the very ambitious nature of the 


The world production of steel now amounts to 
‘about 300 mill. tons a year, a large proportion of 
this total, roughly two-fifths, being manufactured 
from scrap, while the rest of the production is 
based on pig iron. Since the majority of the 
world’s pig-iron manufacturing countries do not 
possess adequate supplies of iron ore within their 
own territories for their production, they have to 
make sure of their supply by importing their raw 
material. The map on the adjoining page illu- 
‘strates the “iron-ore currents” on the world 
fe market. 

_ These currents are of two types, the “intra- 
continental” and the “‘seaborne”. The former type 
is illustrated by Lorraine ore delivered mainly to 


Jonas Nordenson is the Managing Director of Malmexport 
AB, which is the joint selling company for Trafik AB Griinges- 
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Committee’s and the Government’s proposals, to 
the belief that forced savings going in to a large 
fund can be an effective solution to the problem 
of how savings can be rescued. A good case can be 
made out in support of a limited degree of fund- 
ing of this sort. But the writer’s view is that we 
ought to rely mainly on an economic policy which 
encourages saving, and which, as far as possible, 
permits and encourages individual acts of saving 
— by individuals and business firms — to precede 
corresponding opportunities for a rise in stand- 
ards. The risks for a low economic effect on total 
net savings arising from the formation of a central 
pension fund that have been discussed in this 
paper, just refer to the circumstance that the big 
pension reform, according to the government 
proposal, tends, to a large extent, to imply a 
reversal of this order. 


THE INTERNATIONAL IRON ORE MARKET 
SINCE THE WAR 


BY JONAS NORDENSON 


the Belgo-Luxembourg iron works, and by ore 
from the Upper Lake district in the USA de- 
livered to the steel districts on the Lower Lakes. 
The latter type consists of all ore transport across 
the open seas. 

The volume of the seaborne ore transport has 
increased very rapidly in recent years, as will be 
seen from Diagram 1. During 1936/38 and 1951 
the quantities were at about the same level, but 
already by 1955 this figure had doubled, and the 
rising trend has continued ever since. It is pri- 
marily the United States’ entry into the iron-ore 
market as a big importer that has made the figures 
soar. 

In 1951 Sweden accounted for nearly half of 
the seaborne ore transport, but by 1956 her share 
had fallen to just over 20 per cent, notwithstand- 
ing a real increase in her exports of 2.3 mill. tons. 
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Diagram I. Seaborne ove transport 
(in millions of tons) 


Shaded area = Sweden’s share 


1936 -38 


Thus the rise in Swedish exports has not been 
able to keep up with the overall rapid increase. 

Sweden’s share in the total world trade in iron 
ore is more difficult to estimate, but the Swedish 
ore production does not amount to more than 
about 5 per cent of the total world production. It 
is therefore quite remarkable that so much im- 
portance should be attached to Swedish ore on the 
international ore market, this however, being 
attributable to the latter’s structure. 


Swedish iron ore and the European market 


During the final phase of the war, the produc- 
tion of steel ingots collapsed on the Continent of 
Europe. However, it was not very long before the 
Belgian and French production was under way 
again, while the Germans, it will be remembered, 
experienced greater difficulties. Fifty per cent of 
the capacity of the steel industry was destroyed 
or damaged during the war, and besides this, 
extensive dismantling was undertaken. In addi- 
tion, there were the victors’ regulations governing 
the limitation of production. The only one of the 
big steel-manufacturing countries in Europe 
whose productive capacity was intact at the end of 
the war was Britain. 

There was no lack of iron ore prevailing in 
Europe. It is true that the mining capacity in 
Germany and France was reduced, but, as men- 
tioned above, the demand for ore from the steel- 
producing countries was not so heavy as formerly. 


It was not so easy as before for Belgium to cover 
her demand from France, which gave the Swedish 
exporters a chance to enter into a new big market. 
Belgium became Sweden’s biggest customer after 
England, and has remained one of the most im- 
portant buyers of Swedish iron ore. 

The Korean War changed the picture. Europe 
had recovered from all the war damage, and was 
possessing production equipment which had been 
both modernized and expanded. In the United 
States the steelworks had considerably increased 
their productive capacity. In the situation marked 
by political tension and rearmament that now 
arose, this improved capacity had to be fully 
utilized, and thus the expansion programmes were 
still further stimulated. 

During the Korean War it became customary 
to talk of a widespread “ore famine”. However, 
although a shortage of the raw material was ob- 
servable there is no definite evidence of any acute 
scarcity. The limits to production were then, as 


‘later during the years 1955—56, set mainly by the 


steelworks’ technical resources. However, this 
shortage probably led to the utilization of ores 
involving expensive transport from remote 
sources and to inferior qualities being tolerated. 
This, in turn, entailed a poorer output from 
smelting furnaces and steelworks, which produ- 
cers naturally sought to avoid. Accordingly, those 
sellers who were in a position to supply high- 
quality iron ore, and had only short distances to 
ship it, were overwhelmed with orders. The reces- 
sion period 1953—54 that followed the boom was, 
to put it simply, merely a kink in the production 
curves and a short-lived delay in the investment 
activities in new plants. 

As the large-scale projects for expansion in the 
steel industry were completed, each country’s 
domestic ore production became progressively in- 
capable of covering its share of the demand for 
ore. In 1951, the traditional composition of the 
ore supplies was still more or less undisturbed in 
the two European steel-producing areas (Belgium- 
Luxembourg-France-Germany-Saar, and the Uni- 
ted Kingdom), with over two-thirds of the iron- 
ore consumption, in terms of iron content, from 
domestic mines, and nearly one-fifth from 
Sweden, while North Africa/Spain covered part of 
the remaining requirements. By 1956, the domestic 
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share had fallen below 60 per cent and the 
Swedish share had been reduced by one or two 
per cent, while a number of new suppliers con- 
tributed towards meeting the balance of ore re- 
quirements. 


The role of the big Swedish producers 
on the ore market 


It has been said above that far greater impor- 
tance has been attached to Swedish ore than can 
be inferred from the quantitative data given in the 
world statistics. A very large proportion of what 
we have counted here as domestic output in the 
United Kingdom and on the Continent is in- 
tegrated with the iron and steel production, and 

consequently the Swedish share in the total 
marketed quantity of iron ore in Europe becomes 
far more important. Even if the estimate is ex- 
tended so as to embrace the entire world, Sweden 
will still hold a foremost position in view of the 
fact that the same integrating relationship between 
iron-ore and steel production also obtains in the 
United States. During the closing phase of the 
Korean crisis, it was even hinted in the light of 
the then prevailing shortage situation, that the 
Swedish ore exporters would assume something 
approaching a monopolistic position. We would 
judge the Swedes to be in such a position if by 
making relatively small variations in their of- 
ferings on the market, they were able to exert a 
_ predominant influence on the price of ore in their 
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own favour. It may be of interest to examine how 
far such an appraisal is correct. 

About 80 mill. tons of ores with a low phos- 
phorus content are sold on the international ex- 
port market at the present time. Of this total the 
Swedish share represents 10 per cent. In regard 
to rich iron ore free of phosphorus the competi- 
tion offered by scrap must also be taken into ac- 
count. By increasing or diminishing the share of 
scrap in the manufacture of steel it is possible to 
regulate the consumption of pig iron and thereby 
of iron ore within fairly wide limits. 

To be able, therefore, to speak at all of any 
predominant position in regard to Swedish ore, 
we must confine ourselves to a certain standard 
of quality, primarily to grades of ore with a 
high phosphorus content and a high iron content, 
suitable for manufacturing steel by the basic 
Bessemer process. However, the position of chief 
supplier of such ores to certain markets does not 
lend itself to monopolistic price-fixing. The Ki- 
runa ore with its extremely high phosphorus con- 
tent is admittedly most suitable for the basic Bes- 
semer process but the consumer is at liberty to 
choose an ore with a lower phosphorus content 
and compensate for this by adding phosphorite or 
by letting the basic slag circulate. Indeed in an 
extreme case, it is conceivable to utilize phos- 
phorus-free ores and to allow the added phos- 
phates to supply all the necessary phosphorus. At 
longer range, moreover, a price policy pursued on 
monopolistic lines might involve the reorganiza- 
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tion of the manufacturing process for steel pro- 
duction from the basic Bessemer (Thomas) to, in 
the first place, the Siemens-Martin (open hearth), 
or perhaps even the electro-steel and other proces- 
ses. 

If we cast a glance at the trend of prices, it is 
obvious, firstly, that the Swedish ore prices have 
not led the way in the upward movements of 
prices and, secondly, the rise in the price of phos- 
phoric ore, the predominant type of Swedish ore, 
has been less pronounced than that of qualities 
that are freer from phosphorus. The following 
comparison of prices exemplifies this. All quota- 
tions are given approximately in relation to the 
price for phosphoric Kiruna ore in 1950. The 
first three ores are qualities poor in phosphorus. 


) South Ore poor Ore rich 
North yee in phos- in phos- 
African meti- phorus phorus 
can 
ore ore srom pre 
Kiruna Kiruna 
UDI Soo be io ae go 115 170 100 
LOSS atc ees 215 235 330 180 
Percentage increase 
TOSO— BS as | «ZO 104 94 80 


The trend of prices since the recession in 1954 
has been characterized by a steady upward curve 
for both the low phosphoric and the high phos- 
phoric qualities of ore. It is worth pointing out 
that the price ratios for various ore qualities that 
prevailed during the production year recently 
closed indicate that the basic Bessemer process 
combined with the refining of Swedish phos- 
phoric ores has proved more favourable as regards 
costs than the other manufacturing processes 
based on ores poor in phosphorus. 

To be able to make a fair comparison between 
ores, their respective richness should be taken into 
account. Among other things, this has an im- 
portant bearing on freight costs. The compari- 
son, then, is best drawn between the prices per 
hundredth part of iron in the ore, free at steel- 
works, i. e. the so-called “unit prices’. In Dia- 
gram 2 Swedish phosphorus-poor ore from Ki- 
runa has been compared on these principles with 
a number of other ores poor in phosphorus, and 
also various low phosphoric have been compared. 
The favourable price position in which the phos- 
phoric ores stand is clearly brought out in this 
diagram. It may also be mentioned in this context 
that the price of minette ore has, in recent years, 


Diagram 2. Equivalent unit prices — 
at steel works in 1957 


Phosphoric cre 
Kiruna D 

Wabana (New Foundl.) 
Vivaldi (Spain) 


Witt 


Minette ore * 


Low phosporic ore 
Kiruna B 

Bomi Hill (Liberia) 
Rif Lumpy (Morocco) 
Quenza (Algeria) 
Itabira (Brazil) 


* Note. Compared to Kiruna D the cost of coke is higher 
in relation to the iron content. 


kept in step remarkably closely with the Swedish 
price. 

The trend of iron ore prices has been far 
steadier than that of many other raw materials 
and semi-manufactures. Diagram 3 shows a com- 
parison between the price of ore with a high phos- 
phorus content, the so-called Kiruna D ore, 
Belgian bar iron and the spot price quotations for 
copper. In considering the price of ore, which is 
generally fixed for a whole year, the short-term 
variations have been disregarded, but, even if we 


Diagram 3. Development of iron ore, bar iron 
and copper prices (end of 1957 = roo) 
1 Kiruna D-ore, fob Narvik 
2 Bar iron, fob Antwerp 
3 Copper, spot 


1946 1948 1950 1952 1954 1956 


ignore the pronounced peaks and valleys along 
_ the price curves for steel and copper, we still find 
a far more erratic picture for these than for iron 
ore. 


The significance of freight costs 


We have indicated in the foregoing section the 
_ significance of freight costs for the price of iron 
ore. Ocean freight is an increasingly important 
factor in the price which the steel works pay for 
ore as the seaborne quantities’ share in the ore 
supplies increases. The situation on the freight 
“market is therefore bound to affect the price of 
‘ore at the mine. In a boom period with high 
freight rates, ores from only a short distance away 
become more attractive, but in a situation in which 
there is an abundant supply of tonnage, freight 
as a cost item will be a matter of minor impor- 
tance, even when it is a question of ores mined 
a long distance away. Of the price paid in 1954 at 
the lowest freight level for ore from Vitoria, 
_ Brazil (Itabira ore) to European ports, the share 
of freight amounted to 1/3rd of the cif price. In 
1956, when peak freight rates were quoted on ac- 
count of the Suez crisis, the share of freight went 
up to 3/5ths. 

The following table gives approximately the 
freight rates in shillings per ton for some of the 
more important sea routes: 


Loading port/ Rotterdam Be i bi aoe 1986 
Narvik, Norway. . . . 1150 26/6 14/6 25/- 
_ Béne, North Africa . . 2020 70/- 20/6 48/- 
Pepel, West Africa . 3050 88/6 33/6 95/- 
‘Vitoria, Brazil . 5050 100/— aq[- —-128/- 


“It is quite clear from the table that the dif- 
ference between the rates from distant and nearby 
_ mines widens considerably at a high-freight level 
‘compared with a low-freight level, e. g. 


Bone contra Vitoria 1954 = 27/—, 1956 = 80/— 
Narvik »  Pepel 1954 = 19/—, 1956 = 70/— 
_ From this it follows that an ore that has to be 
transported a long distance should be able to keep 


a steadier fob price than an ore mined a short 


es fall, shen even if the fob quotation remains 
anged the consumers get the ore at a sub- 
tially reduced price. When a boom is de- 


ping the rise in freights tends to absorb the 
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margin of price increase which the greater de- 
mand creates. In the case of ores mined only a 
short distance away the tendency should then be 
that the fluctuations in the demand for ore are 
reflected more rapidly and more sensitively in the 
fob quotations. However various kinds of inertia 
often prevent these tendencies from finding 
definite expression. 


The formation of prices on the ore market 


Although Sweden cannot be said to hold a posi- 
tion enabling her to dictate prices on the ore 
market, the Swedish agreements concluded with 
the big buyers on the Continent and in Britain 
have, for a long time past, greatly influenced 
subsequent contracts. In the first place, the Ore 
Group (Malmkoncernen) LKAB-TGO, now dis- 
solved organizationally, though not as a mar- 
keting factor, is still the biggest seller of ore in 
the world, and in the second place, the Swedish 
contracts have as a rule ushered in the period of 
negotiations. Almost without exception, the 
Swedes sell the ore in large consignments for 
delivery in the immediately succeeding year. The 
ore consumers are to a very large extent combined 
in large-scale purchasing organizations. For in- 
stance, the Swedes meet in Germany a joint dele- 
gation from all the Ruhr works, in England the 
wholly-owned subsidiary of the British Iron & 
Steel Corporation Ltd., B.I.S.C. (Ore) Ltd., 
which was organized after the war and which 
purchases all imported ore on behalf of the Brit- 
ish works, and in Belgium representatives of the 
Groupement des Hauts-Fourneaux et Aciéries 
Belges. 

The same marketing practice with annual con- 
tracts is followed by the North African, Spanish 
and the older West African mines, in brief, 
those mines which have been working for a long 
time past. The fixing of their prices has also, 
in the course of the years, been considerably 
influenced by the Swedish agreement on prices 
so that the percentage changes in the fob price 
have come to be of roughly the same size. One 
consequence of this has been that at times, when 
the freight rates have fluctuated heavily on the 
different sea routes, the prices at the consuming 
works may have turned out to be quite different 
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for comparable qualities of ore during a transi- 
tional period. 

During the past few years, ores from newly 
opened-up deposits in Canada, South America 
and West Africa have begun to be sold on a 
fairly large scale in the European market. For 
some of these ores, long-term contracts are con- 
cluded covering a period of years. It is mainly 
the quantities that are fixed by these long-term 
contracts, but in some cases the price is also 
governed by prescribed price clauses. One form 
that is practised is to bind the price to an index 
that is based on what is regarded as a representa- 
tive selection of ores. Sometimes the Swedish 
Kiruna-D ore is found among this selection. The 
strong American influence within the majority of 
these new mining corporations is noticeable from 
the fact that the selling price exerts considerable 
influence on the quotations for ores from the 
Upper Lake district. It is interesting to note that 
the trend of prices quoted for these American 
ores from the Upper Lakes characteristically 
deviates from the trend of ore prices on the rest 
of the world market. The ore in the United States 
is very largely mined by the steel-producing 
corporations themselves, and the price variations 
have been kept within fairly narrow limits, these 
being mainly dictated by the changes in wages 
and other costs of production. In recent years, 
however, the United States has become the world’s 
biggest importer of iron ore, and American steel 
corporations own many of the newly exploited 
ore deposits, which are becoming increasingly 
important for the supply of ore to Europe. It is 
likely to follow from this that the American prices 
will exert some influence on the fixing of ore 
prices in Europe, though the former will also in 
their turn be affected by conditions on the rest of 
the ore market. However, this tendency towards 
integration on the world market has not yet found 
expression to any marked extent. 


Some factors having an important bearing 
on the level of ore prices 


The mining industry is an industry that is 
characterized by high fixed costs. The initial costs 


incurred in the opening-up of new deposits are 
generally very heavy. Investments are required 
not only for the mine itself with its ancillary 
establishments and communities, but in the ma- 
jority of cases a costly transport system with 
railway and shipping-port also has to be set up. 
Once a mine has been opened and production is 
under way, the variable costs are small in com- 
parison with the fixed costs. In theory, the price 
of ore should, at any given moment, lie at a level 
that covers the costs of production in that plant 
with the heaviest overheads which must be kept 
in operation in order to meet the current demand. 
In a period in which the demand for ore is grow- 
ing, a price level is required that will ensure that 
the new ore project is profitable. If the price 
were to be forced below that limit, the future 
supplies of ore might perhaps be jeopardized. The 
rise of the ore price level that has occurred in the 
post-war period reflects not only the current 
changes in supply and demand, but just as much 
the imperative need to safeguard the ore base for 
the rapidly expanding iron and steel industry. 

As a rule, the newly opened mines are already 
assured of their market before starting produc- 
tion, thanks partly to long-term contracts with the 
buyers and partly to the buyers’ and the con- 
sumers’ financial participation in the mining 
projects. 

The risk of sudden future fluctuations in prices, 
which any branch of industry invariably runs 
when the share of the variable costs is relatively 
small, is very largely eliminated thanks to the 
above-mentioned long-term engagements and part- 
nerships. It is not in the interest of the combined 
ore-producer/ore-consumer to contribute to an 
unsteady development of prices. Experience has 
shown that not only the ore production that is 
integrated with the iron and steel industry but 
also the large-scale independent producers have 
been able to assist in the adjustment of the supply 
to the current demand, thereby avoiding situations 
of excess surplus or excess deficit, and steep falls 
or rises in prices. The prospects, therefore, of 
the future trend of ore prices being reasonably 
stable seem to be fairly bright. 


i 


a a aiaiinibeiiie 


QUARTERLY REVIEW. APRIL 1958 53 


THE INDUSTRIAL INSTITUTE 
FOR ECONOMIC AND SOCIAL RESEARCH 


BY JAN WALLANDER 


The Industrial Institute for Economic and 
Social Research was set up in 1939 by the Swed- 
ish Employers’ Confederation and the Federa- 
tion of Swedish Industries with the object of 
carrying out research into economic and social 
matters which are important for industrial de- 
velopment. The general programme of work of 
the Institute is determined by the Board, which 
consists of nine members, four being appointed 
by each of the founder organizations, and the 
ninth being the Head of the Institute. The Insti- 
tute carries on its activity within the framework 
of this general programme as a scientific body, 
the intention being that the results of its re- 
search which are of general interest should be 
published. 

The constitution also requires the Head of the 
Institute to be trained in economic, social or 
statistical disciplines, and it provides further that 
it is he who draws up proposals for the pro- 
gramme of work and is responsible for the publi- 
cations of the Institute. 

The major part of the funds which the Insti- 
tute receives for its research work is provided in 
equal parts by the Employers’ Confederation and 
by the Federation of Industries, but research is 
also financed out of contributions which the In- 
stitute receives from other sources. In the case 
of investigations of problems which are of special 
interest to some particular group in industry or 
similar body, it has seemed very right and proper 
for those who are particularly interested in the 
question to bear some part of the costs of the 
investigation themselves. These contributions 
have generally come from various economic or- 


ganizations, but the Government has also made 


——— 


Dr Jan Wallander has been Head of this Institute since 1953. 


considerable use of the service the Institute pro- 
vides, by requesting it to investigate some special 
problems. An example of this is the enquiry into 
the economic consequences of a reduction in the 
hours of work which the Institute made some 
years ago. 


The position of the Institute 


According to the description which has been 
approved by the Board and which appears in its 
reports, the Institute is “an independent scientific 
research institute”. This formulation is intended 
to emphasize that the Institute operates in the 
same manner as a university research institute. 
When foreigners visit the Institute, it often proves 
difficult to explain to them that this is in fact 
the case, since it is natural for people to imagine 
that an institution whose research is financed by 
two economic interest groups, should also be 
influenced by the subjective attitude of these 
groups towards various problems. They find it 
difficult to believe that “the business point of 
view” must not colour the presentation of the 
Institute’s research results, and that there is no 
tendency to suppress any results which may not 
be particularly pleasing from this point of view. 
The parts of the constitution quoted above show 
that this is not in fact so. However, it is well 
known that constitutions can be interpreted in dif- 
ferent ways, and what is of decisive importance 
is the practice which has gradually grown up 
during the lifetime of the Institute, and which is 
reflected in the research work which has been 
carried out. 

In the first place, the requirement that the re- 
search should be scientific means that the results 
have to be presented clearly and in complete 
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agreement with the practice which has developed 
in that particular branch of research. In Sweden, 
one can say in this case that the norm is provided 
by the best theses presented for the degree of 
doctor of philosophy. Another natural conse- 
quence of the manner in which the work of the 
Institute is carried out is that many of the in- 
vestigations which have been undertaken as part 
of its work have at the same time served as 
doctors’ theses for the authors. To date, five of 
the more important projects have been presented 
as doctors’ theses. One basic feature of scientific 
research, including the field of the social sciences, 
is that it is carried out on the assumption that the 
results will be made public, and this is the guiding 
principle behind the activity of the Institute. The 
results of research are published at the expense 
of the Institute when they fulfil the requisite 
standards of quality, and are, on the whole, of 
some general interest. 

It is of course no coincidence that the work of 
the Institute has developed in this manner, but an 
expression of the desire of its sponsors that this 
should be so. The background to this attitude is, 
first of all, the research traditions we have in 
Sweden. In every sphere, we place a high premium 
on objectivity in investigations which are to form 
the basis for various kinds of decisions. We also 
believe firmly in the possibilities of resolving, or 
at any rate clarifying, problems with the help of 
scientific methods of enquiry. In addition to these 
factors, the work of the Institute is of course also 
based on the firm conviction of its sponsors that 
both the Institute itself, and others, have every- 
thing to gain from all the facts being presented 
as clearly and fully as possible. 

It is natural to ask why, in these circumstances, 
a special research institute was started by industry 
at all. Would it not have been just as satisfactory 
to provide funds for research by the universities ? 
There were several reasons for not taking this 
approach, but fundamentally it was felt that, by 
having access to an independent research institute, 
it would be possible to interest economists in 
problems which were known to be particularly 
important for industry. It is not the job of the 
Institute to conduct economic research in general, 
but to concern itself with problems which are of 


special interest to industry. This would scarcely 
be possible unless the research worker had close 
contact with those who make up the industrial 
section of our economic life and who have to 
deal with its problems. 

What has been said is not to be interpreted as 
meaning that the Institute executes research 
orders placed by the sponsor organizations. 
Things could not happen in this way. To a very 
large extent, it is the Institute itself which takes 
the initiative in new projects; behind this lies, on 
the one hand, the intuition of the research worker 
that a particular problem is worth taking up with 
a view to advancing knowledge, and on the other, 
the impression he has obtained from his contacts 
with industry that this problem concerns matters 
which are of practical significance. 

One sometimes encounters scientists for whom 
the idea that the work on which they are engaged 
may have some practical importance is distasteful. 
This attitude is foreign to the work of the Insti- 
tute. Instead, it is stimulating for the Institute 
to know that the problems investigated concern 
questions which are fundamental for practical 
work in industry. It would be remarkable if this 
were not so. It is evident, however, that the aim 
cannot be to arrive at recommendations for the 
action to be taken in a given situation — it is 
not possible on objective scientific grounds to 
draw such conclusions — but the Institute can 
at least hope that the results put forward may 
serve as a guide and stimulus for those whose job 
it is to make decisions. 


Structural investigations and 
long-term problems 


Professor Ingvar Svennilson was Head of the 
Institute for the greater part of its first ten years, 
and naturally he had a strong influence on its 
work. To a very large extent, it is he who has 
built up the Institute and given it its present form 
and character: The present Director of the Feder- 
ation of Swedish Industries, Axel Iveroth, also 
made an important contribution in these early 
years when he was Secretary of the Institute 
from 1939 to 1946. 

Throughout the lifetime of the Institute, the 
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major part of its research work has been devoted 
to long term problems, especially to long-term 
changes in the structure of the economy, in parti- 
cular of industry, and to changes in production 
methods. One typical long-term problem of this 
kind is the supply of labour. In 1946, Gosta Ahl- 
berg and Ingvar Svennilson published a report on 
Sweden’s manpower and industrial development. 
The work was continued in a special study of the 
labour situation in Norrland (i.e. the northern 
part of Sweden), and some years later Erik Hook 
took up the problem again for examination in his 
book on population trends and the supply of 
labour. Another aspect of this study of labour 
market problems was the enquiry which the 
present writer undertook into “The exodus from 
the forest regions”, a special study of the move- 
ment of population in the valley region around 
the river ‘‘Klaralven”. 

The so-called ‘““Norrland question” can also be 
regarded as a long-term structural economic 
problem, and for the first years of its activity 
the Institute was concerned with investigating 
aspects of this problem. This research resulted in 
a series of publications, stretching from general 
surveys like ‘““Norrland, its nature, population, and 
economy”, to special studies such as “The cyclical 


_ sensitivity of the Norrland forest industry during 


the inter-war years”. 
One problem which was the centre of discus- 
sion, particularly in the 1940s, was the question 
of the structure of industry — production, size, 
sales, etc. As the economy develops, the basis 
for building up the structure of industrial produc- 
tion will be continually changing, and the problem 
of how this structure can adjust as smoothly, 
quickly and painlessly as possible to changed 
conditions is a crucial and extremely difficult one. 
Obviously, if the Institute is to be in a position 
to discuss how this adjustment can be made, and 
how various measures undertaken by industry 


and by society can be expected to affect it, it is 
necessary to have a clear picture of how it has 


acquired its special characteristics. 

Against this background, it was clearly a task 
for the Institute to map out the structure of 
various branches, and this gave rise to extensive 
and profound research which resulted in a number 


of comprehensive monographs. Axel Iveroth’s 
survey of small industries and handicrafts in 
Sweden was published in 1943; Folke Kristen- 
son’s ‘Study of the structure of Swedish textile 
industries” in 1946; Rickard Elinder’s investiga- 
tion of the Swedish shoe industry in 1948; and, 
finally, in 1955 the investigation into the chemical 
industry, mainly by Alv Elshult. The study of the 
structural change in agriculture which was 
published in 1957 by Odd Gulbrandsen can also 
be considered as part of this series of reports. 

Erik Dahmén endeavoured to present a com- 
posite picture of the forces which make for in- 
dustrial change in his “Swedish Industrial Entre- 
preneurial Activity in Swedish Industry 1919— 
1939”, published in 1950. This was a very am- 
bitious and broadly-conceived project which 
claimed a large part of the Institute’s resources 
for several years. The investigation tried to give 
a general picture of the changes in industrial 
production during the inter-war years against the 
background of the conditions prevailing prior to 
1919. It analysed the genesis of new products and 
new methods of production and distribution, and 
showed how the decline in old products and old- 
fashioned methods took place. The development 
of industrial enterprise, and the growth and de- 
cline of firms during the inter-war years, were 
also analysed in detail. 

A comprehensive research project directed by 
Jonas Nordenson was begun in the Institute in 
1950 under the broad heading of “Development 
trends in the Swedish economy”. The aim here 
was to analyse and discuss long-term trends of 
development and problems in the Swedish econo- 
my in the years 1950—60, in order to obtain some 
idea of the continous changes in the basic condi- 
tions for economic activity, and the manner in 
which this transforms the economy. This approach 
meant that attention was directed beyond the 
factors which are immediately operative in the 
development of industrial activity, in order to 
study regions the long-term development of which 
must have a decisive influence on changes in the 
industrial sector of the economy. 

Thus two investigations elucidated thoroughly 
the conditions and development trends in the 
Swedish transport and distribution systems. The 
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analysis of population trends and labour supply 
by Erik Hook which was mentioned earlier also 
formed part of this enquiry. Since future eco- 
nomic developments are, to a large extent, in- 
fluenced by the way in which economic resources 
— incomes — are divided among different groups 
in society, a special enquiry was also devoted to a 
detailed examination of the distribution of income 
in Sweden. 

The future development of industry in Sweden 
must clearly be critically affected by the future 
direction of consumption, and an investigation 
into consumption therefore formed an important 
part of this series. This gave rise to an extremely 
comprehensive piece of research which resulted 
in the publication by the Institute in 1957 of 
“Private Consumption in Sweden 1931—1965”. 


The present pattern of research 


At present the Institute employs 28 persons, 15 
of whom are academic persons who are engaged 
in full-time research work in the Institute, and 8 
who have been trained in accounting and office 
work and are responsible for the calculating and 
writing work in connection with the investigations. 
The remaining five are experts who have pre- 
viously been employed by the Institute and who 
are well-experienced in research work. At present 
they are either working temporarily for the In- 
stitute in connection with some special enquiry, 
or they serve continously as advisers in drawing 
up and executing various research projects. 

The work which the Institute carries out at 
present, and which it plans for the immediate 
future, involves a continuation of the lines of 
earlier research work. This can be divided under 
three main headings; industrial progress, future 
markets, and labour market problems. A fourth 
extremely important sphere of operations of the 
Institute is that of providing current statistics, a 
consultative service, and making enquiries into 
current issues. 


Industrial progress 


Industrial progress forms a central core of the 
work of the Institute. Current work in progress 
in this field includes, for example, the enquiry 


into the sources of industrial capital which is 
being directed by Dr Erik Dahmén, and a joint 
venture with the National Institute of Economic 
Research, the Agricultural Economics Research 
Institute, and Stockholm University, in compiling 
an input-output table. In this connection, a special 
study within the Institute will be made of the 
Swedish engineering industry, and an attempt 
will be made to draw up a more detailed table 
for this sector of Swedish industry. It is also 
planned to make other special studies of condi- 
tions in this field, which is of such central im- 
portance in Swedish industry and in Swedish 
economy. 


Future markets 


Modern industrial enterprises must make long 
term decisions, and if it is to prove possible to 
draw up investment and other long-term plans, it 
is absolutely vital for them to be able to make 
some assessment of the future market for their 
products. The large-scale investigation into the 
development of private consumption in Sweden 
which was mentioned earlier is intended to pro- 
vide basic data for such long-term assessments. 
But the Institute did not consider its task done 
when this enquiry was published in 1957. In the 
first place, it is evident that the estimates of the 
future which can be and are made in this work 
must necessarily be surrounded by a great deal 
of uncertainty. As new facts are discovered, it is 
therefore important that the forecasts should be 
revised, so that firms have access at every op- 
portunity to the “best possible guess” about the 
future. The Institute therefore intends to revise 
continually the assessment of future trends made 
in the above enquiry. 

For the purposes of this investigation, the 
market was divided in a way that seemed natural 
from the consumer’s point of view. This means, 
for example, that an attempt is made to bring 
together goods and services which comprise one 
planning group for consumption purposes, e. g., 
laundry and cleaning, entertainment, etc. Clearly, 
however, there may be goods in every such group 
which are manufactured by very different types 
of industry, and a particular industry may there- 
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fore find its products in a number of the con- 
sumption groups. It is obviously desirable from 
the point of view of the producer that all these 
different sub-groups should be brought together 
so that he can obtain a picture of his total market. 
For this reason also, therefore, it is necessary to 
continue to work on the material which we have 
now collected. 

The long-term aim of the Institute is therefore 
to make a continuous study of future markets, 
and work on this is now in progress. Thus, special 
investigations have been made of the demand for 
television-sets, while an extensive enquiry was 
begun some years ago into the demand for motor 
cars, which is the most dynamic feature of 
Swedish consumption trends. The first results of 
this were published in 1956, and the manuscript 
of the final report is now ready for publication. 
Another aspect of this work is the analysis of the 
consumption of textiles which the Institute has 
made at the request of a special committee ap- 
pointed in the textile industry. This analysis will 
be published in the near future. 


Labour market problems 


The Institute has long taken an interest in this 
field, and extensive research is planned and in 
progress at the present time. A large-scale in- 
terviewing programme will be carried out in Norr- 
képing in the spring, with a view to obtaining 
material which can elucidate the factors that in- 
fluence the movement of labour. It is an extremely 
difficult problem to know what action to take in 
order to promote the necessary mobility on the 
labour market in a full employment economy, and 
one object of this enquiry will be an attempt to 
find out what factors are important in determin- 
ing people’s actions when they are looking for 
work and change of employment. 

For some years the Institute has also been 
working with an extensive enquiry into the eco- 
nomic effects of wage increases. This is based on 
intensive studies of a small number of firms, in 
which the research worker has tried to trace in 
detail the changes in production methods, price- 
fixing, and type of product which accompany a 
rise in wages. It has emerged from this enquiry 
_ that what happens in reality differs rather drasti- 


cally from what would have been anticipated ac- 
cording to theoretical calculations. The work of 
preparing the final report of this investigation is 
in progress at present. 


Current statistics, services, and enquiries 


A great many statistics about economic develop- 
ments are compiled in the Institute. Thus, it is 
responsible for the production index of the Feder- 
ation of Swedish Industries, which shows the 
changes from month to month in industrial pro- 
duction. The Institute also compiles statistics of 
orders for the engineering industry, which show, 
twice annually, the development regarding orders 
received and the state of order books. Monthly 
information is also collected on employment in 
the engineering industry. 

The provision of a consultative service com- 
prises a fairly significant part of the Institute’s 
work, and consists of furnishing firms, organiza- 
tions, etc. with statistical information, and car- 
rying out minor investigations. For example, the 
report on the economic situation which forms the 
basis for discussion in Enterprise Councils is 
compiled by the Institute three times yearly. 
Another aspect of the service the Institute pro- 
vides is the large number of lectures on current 
economic problems which are given by the In- 
stitute’s staff, and their participation as experts 
in government enquiries, etc. 

Naturally enough, problems arise from time to 
time which demand investigation, but for which a 
large-scale project is neither suitable nor possible. 
Such enquiries are occasionally taken up in the 
programme of the Institute. At present, work is in 
progress on the problems of European integration 
under the direction of Professor Svennilson, and 
a preliminary report was published last autumn 
entitled “Swedish industry and the European 
market”. Another investigation of much the same 
type which is being planned at present is an 
enquiry into the growth of the public sector, The 
intention here is to provide a statistical account of 
the actual conditions, and to try to show, in 
greater detail, the spheres in which this expansion 
has been particularly evident, and the factors 
which are likely to have determined its develop- 
ment. 
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THE ECONOMIC SITUATION 


From the economic point of view 1957 was a 
good year. Swedish production set up a new rec- 
ord, investments and consumption were on a 
larger scale than ever, while the volume of for- 
eign trade rose at an exceptional rate without 
any reduction in the foreign exchange reserves. 
The year 1958 started with the Swedish economy 
more or less in balance, although the capital mar- 
ket showed a certain lack of equilibrium. Yet the 
economic growth in 1957 was slower, and during 
1958 it will depend a great deal on the level of 
international economic activity. 

The gross national product rose 2 per cent 
from 1956 to 1957, according to this year’s na- 
tional economic forecast, the National budget. Of 
the various branches of the business sector, in- 
dustry contributed with a rise of 3 1/2 per cent 
and agriculture with about 2 1/2 per cent, against 
which a decline of approx. 3 per cent was reg- 
istered in forestry. In the past four years the 
gross national product has increased by 5, 4, 3 
and 2 per cent respectively, as compared with 
an average rate of increase of 3 1/2 per cent 
throughout the entire post-war period. Only in 
1951 and 1952 was its growth smaller than during 
last year. Towards the close of 1957, the slowing- 
down process was even more pronounced; in- 
dustrial production ceased to rise, the labour 
shortage disappeared and there was a clear tend- 
ency towards growing unemployment. In spite of 
its being possible to regard the situation at the 
turn of the year as balanced from the standpoint 
of the National budget, there was reason to fear 
a continuing economic recession, An economic 
situation has arisen in which it is not primarily 
the capacity to produce that stands in the way of 
further progress, but it is rather the demand for 
goods and services which in various fields tends 
to become the determining factor for the volume 
of production and employment. 


In the 1958 National budget the prospects for 
the year were viewed with relative optimism. The 
gross national product was expected to rise by 2 
per cent in spite of a shorter working week 
coming into operation. The domestic demand, 
and particularly that from the private sector, 
was judged to be sufficiently large to enable 
production to rise and employment to be kept at 
a high level. It was assumed, for instance, that 
private investments will show a 5 per cent rise 
(as against only I per cent in 1957) and pri- 
vate consumption a 2 per cent rise. The public 
sector was expected during 1958 — in contrast 
to 1957 — only just to keep pace with the growth 
of the gross national product. Finally, the volume 
of foreign trade was considered likely to remain 
at its present level. 

The premisses on which this forecast was based 
may be upset, e.g. on account of the development 
of the price level in 1958 but, above all, if the 
international economic situation should seriously 
deteriorate. For a long time past the aim of eco- 
nomic policy in Sweden and in most Western 
European countries and the United States has 
been to check the rise in the cost of living. The 
possibilities of this policy’s leading to any result 
in Sweden during the current year are discussed 
in a separate section below. Any weakening of 
international economic conditions has not only 
direct repercussions on foreign trade, but also an 
indirect effect on, inter alia, business investment 
plans, the domestic demand, as well as on the 
trend of prices and employment. 

During the latter half of the year, the eco- 
nomic situation in the U. S. A. has deteriorated 
and there are serious risks that it may develop 
into a deeper and more protracted recession than 
those experienced on previous occasions during 
the post-war years. The repercussions from 
American trade recessions generally take some 


time before they hit the rest of the world, but 
it is probable that we are now faced with the 
most severe post-war crisis we have experienced 
so far. Up till now, however, the development of 
‘production and employment in Western Europe 
has not been affected to any appreciable extent 
by the American business decline. Nevertheless, 
economic conditions in Western Germany and 
Great Britain, for instance, are far less expansive 
than during the American recession of 1953/54, 
and, for that reason, resistance to any similar 
_ development is likely to be less now. Seeing that 
the demand for Swedish exports comes mainly 
from Europe, a reduction of the economic ac- 
_ tivity in Europe, in conjunction with an American 
depression, may affect Sweden’s foreign trade 
much more than in previous business declines 
since the war. At the same time, our “third 
markets”, i.e. the raw materials producing coun- 
tries, have experienced ever-increasing difficulties 
in financing an unchanged volume of imports, 
chiefly owing to the unfavourable trend in raw 
material prices. 

Although, then, there appear to be considerable 
risks of a continuing international economic 
decline, no-one, not even the dourest pessimist, 
believes that we are facing a new severe world 
depression like that of the 1930s. Now the aims 
of economic policy in most countries are, in the 
first place, full employment and, in the second 
place, a stabilized currency. This implies an es- 
sential difference compared with the 1930s. At 
the same time, an anti-deflationary economic 
- policy may be expected to be pursued with far 
_ greater energy and success both in the U. S. A. 
and in Western Europe. Even though, then, we 
have no reason to fear any deep-seated interna- 
tional unemployment crisis with serious repercus- 
sions on the Swedish economy, the tendencies 
indicate a steady weakening of the international 
market conditions, a stiffening of competition on 
_ vital export markets, keener competition between 
‘importers, and a narrowing of the margins of 
profit in different parts of the business sector, 
especially where there exist surpluses of produc- 
tive capacity and of stocks. The picture may be- 
come still more complicated as a result of prices 
\d costs continuing to rise in different countries 
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and branches of industry and trade, in spite of 
the recession, and due to foreign exchange dif- 
ficulties. Not least of the complications as far 
as the Swedish economy is concerned is the 
phenomenon that the expectations of inflation at 
longer range tend to remain; admittedly, this 
may, on the one hand, facilitate the carrying out 
of a policy of stabilization, but, on the other hand, 
it may entail a serious risk of inflation in the 
event of an upswing in international economic 
conditions — when once it gets under way. This 
danger may become real for the Swedish economy 
in the autumn of 1958 and around the turn of 
the year 1958/59, when negotiations for the fixing 
of prices for farm products will be under way 
and new collective agreements on workers’ wages 
will be concluded. 


Production and investments 


The average rise in industrial production from 
1956 to 1957 was 3 I/2 per cent as against 2 1/2 
per cent a year previously. Towards the end of 
1957 Swedish industry experienced increased dif- 
ficulty in finding buyers, especially on the export 
markets. For the first time in the 1950s, both 
the capital goods and consumer goods industries 
were confronted with these problems at the same 
time! The force of the down-turn is evidenced 
by the fact that the monthly index of industrial 
production, with allowance made for seasonal 
variations, was lower for the last quarter than 
for any other quarter of 1957, and nor was there 
any increase between the last quarters of 1956 
and 1957. 

It was estimated in the National budget that 
industrial production would rise by 2 per cent 
from 1957 to 1958, it being anticipated that the 
output of pulp and timber products might decline 
on account of a falling demand for exports. Ac- 
cording to the forecast the engineering industry 
would increase its production in 1958 also. During 
the short time that has passed of the current 
year, however, employment in that industry has 
slightly declined, and it is probable that the 
backlog of orders has also diminished. Moreover, 


1 Cf. the diagram in the Quarterly Review 1: 1958. 
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the prices of some products have fallen on the 
export markets. 

It is further assumed that the textile industry 
will be able to maintain its present level of pro- 
duction despite the keen competition from abroad. 
According to a survey in March 1958, the textile 
and clothing industries showed signs of stagna- 
tion during the winter months. In the main, the 
level of production was unchanged, but the 
volume of orders noticeably diminished in the 
textile branch. During the period March—May, 
1958, the textile industry is expecting a reduced 
output and volume of incoming orders compared 
with the same period in the previous year, while 
the clothing industry is expecting unchanged 
production and sales. 

On the basis of the investigation carried out 
by the Board of Trade in October the National 
budget estimated that industrial investments in 
machinery would rise by 6 per cent, and in build- 
ings and plant by 5 per cent, from 1957 to 1958. 
What was considered to justify the relative 
optimism in the estimates was that the abolition 
of the investment duty as from the Ist January 
this year offered a strong inducement to business 
enterprises to postpone certain investments until 
the current year. It is still too early however, to 
say how far this inducement has had any effect 
under increasingly uncertain market conditions. 

Total private investments were estimated to 
show a 5 per cent rise from 1957 to 1958, with 
housing investments accounting for nearly half 
of the increase. Owing to the severe winter, how- 
ever, operations in that sector have tended to 
slow down somewhat. The diagram on page 64 
shows that there has been a rapid decline in the 
commencement of new housing construction since 
October. During January, applications for permits 
to start building houses were on a normal scale, 
so that there need be little fear of a continued 
decline. 


The labour market 


Employment in industry has not risen over the 
year as a whole, but at the same time, the labour 
shortage has been relieved and in certain branches 


there has been some unemployment. During the 
first quarter of 1958, there were, on the average, 
15,000 more unemployed than during the same 
period one year earlier. Of these, about 8,000 
were from the building sector, and 3,000 from 
industry. : 

The total numbers of unemployed were 59,300, 
56,300 and 55,300, respectively for the months 
January—March, 1958. In January, about 27 
per cent of those out of work belonged to the 
manufacturing industry (compared with 29 per 
cent in the previous year), and 46 per cent to the 
building sector (43 per cent in the previous year). 
As this latter sector is especially dependent on 
the weather, the higher level of unemployment 
among its workers is no doubt due more to the 
long and severe winter than to any weakening of 
economic conditions. During the cold February 
of 1956, characterized by expanding economic 
activity, more than 50,000 unemployed were reg- 
istered of which 60 per cent were from the 
building sector. The National Labour Market 
Board expects a customary seasonal improvement 
in the employment situation to take place during 
April and May. However, it is not impossible for 
there to be a higher level of unemployment during 
the remainder of 1958 than during the previous 
year. 


The development of prices 


The cost of living in Sweden continued to rise 
throughout last year at a more or less unchanged 
rate — by over 4 per cent per annum. Compared 
with other countries, this was a relatively large 
increase. Since 1950, the rise in the cost of living 
in this country has amounted to 44 per cent, 
which is likewise a high figure, as the following 
table shows : 

The price increases during 1957 took place 
mainly in the,second half of the year. This was 
especially the case with France, but in Western 
Germany and Sweden also, prices continued to 
rise remarkably rapidly. As far as Sweden is 
concerned, this may perhaps seem difficult to 
explain seeing that wholesale prices remained 
fairly stable, or even showed a downward tend- 
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Rise in the cost-of-living index year by year (as a percentage) 


1951 1952 1953 
PEM ss <5 se 14.9 9.5 0.8 
Western Germany .... 7.5 2.0 — 2.0 
regtomrtain . . . . ss 9.9 9.0 Sor 
Po 5> 9 18.2 58 — 1.0 
Matted States. . 2... 7.8 2.1 1.0 


1954 


0.8 
0.0 
2.0 
0.0 
0.0 


1950— fan.—July July '57— 


BIR gir PSF igsy) 1957 Jan. '§8 
3-1 45 4:3 44 1.4 2.5 
2.0 2.9 P18 PIs 0.9 P 2.6 
3.9 i AEN S. » Gea mea) * 15 
1.0 2.0 2.9 38 1.0 P 9.7 
0.0 2.0 3.4 17 rip 1.2 


1 The retail price index has been used for 1957 and 1958. — P Preliminary figures. 


ency during the past year. A detailed analysis 
of the development of Swedish prices with the 
aid of available price indices gives the following 
picture : 


Percentage rise: 


1954-57 Jey. 208 

Meemenmicr prices. 1 2 2 6. te tls 12.4 4.1 

Oo SNC lay | i 14.6 3.8 

EAP ts cee. ss ov, 16.7 8.0 

fielandlight....... 29.6 6.4 

DPS eC 12.7 4.2 

alcoholic beverages, tobacco 17.8 9.9 

Muiilesdie prices. . , . 2... ws 10.5 — 1.4 

of which: non-processed goods . . . 10.8 — 2:6 

processed goods. .... 10.2 Or 7 

MeapoMpricess ss 1 ee 8.1 4 — "9:6 
of which: excl. engineering products 9.7 . 

eporeprces . 1 1 1 te 5 fate Ge Oma: 1_ 1.9 


of which: excl. engineering products 6.3 


' The Board of Trade’s price quotations. 


This table brings out the marked difference in 
the trends between consumer prices and wholesale 
prices. During the past inflationary period, con- 
sumer prices rose by 12.4 per cent, and in the 
period June 1957—February 1958, by 4.1 per 
cent. During this latter period, the rise has been 
particularly rapid in regard to spirits and tobac- 
co, and also housing costs, while food prices show 
a slower upward movement. The development of 
wholesale prices has been quite different. During 
the period 1954—56 they rose more rapidly than 
consumer prices, but after that, the rise was not 
nearly so pronounced, and, as from last summer, 
wholesale prices have actually fallen. Import 
prices in particular have declined — by no less 
than 9 per cent, while export prices have also 
fallen, though by no means to the same extent. 
The table further shows that the wholesale prices 

of non-processed goods have dropped more rap- 
idly than those of processed goods. 


Why is it, then, that the reductions in wholesale 
trade prices are not reflected in consumer prices? 
One explanation is that the consumer prices have 
subsequently been raised in this country through 
the imposition of indirect taxes, duties, official 
tariffs etc., and through abrupt upward adjust- 
ments of the severely controlled rent level. Fur- 
ther price increases of this nature (e.g. on tobac- 
co, beer, electricity etc.) have been effected this 
spring. Another explanation is that it takes some 
time before the fall in wholesale prices reacts on 
consumer prices. In actual fact, some of the 
higher retail prices may be regarded as belated 
consequences of rises in costs that have occurred 
previously. A third explanation is that a number 
of price reductions have apparently taken place 
in the retail trade without having affected the 
consumer price index. In the food trade a wide 
range of discount systems has come to be used, 
and competition between firms has become much 
more severe. Clearance sales have also, it seems, 
been resorted to much more frequently than be- 
fore in many branches of trade. 

Even if certain further rises in prices would 
appear to be inevitable as a consequence of i.a. 
tax increases, it seems not impossible that strong 
tendencies towards price decreases will make 
themselves felt and result in a stabilization of the 
general price level in the next few months. The 
slowing-down of business activity should result 
in the decline in wholesale trade prices influencing 
consumer prices too. 


Foreign trade 


The economic decline was also reflected in 
foreign trade towards the close of 1957, and it 
set in even more rapidly than had been anticipated 
in the National budget. The increase in volume 
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between 1956 and 1957 was 8 per cent for ex- 
ports and 7 per cent for imports. At the same 
time, the terms of trade with foreign countries 
were I per cent down, as export prices rose, on 
an average, by 2 per cent and import prices by 3 
per cent from 1956 to 1957. The result in terms 
of value will be seen from the table given below: 


Foreign Trade (mill. kr.) 


1 t 

Imports Exports ed 
Jan.—Dec,, 7953) 4 5 2). 8,161 7,657 504 
» STORE MN, Wiel ah 9,192 8,196 996 
i SOLOS Sat ee s 10,337 8.933 1,404 
> WeCTOLOMesc 4. S's 11,434 10,067 1,367 
> SB ULOS Toa a Le 12,547 11,091 1,456 
Jan.—Feb. 1937 ..... 2,191 1,709 482 
> WLORS ES oo 4 hl 2,179 1,664 515 


The current balance of payments in spite of the 
bigger import surplus, improved between 1956 
and 1957 owing to the net revenues from ship- 
ping (and other services) showing a still greater 
increase. Thus, the net shipping revenues are 
estimated at Kr 1,440 mill. in 1957 as against Kr 
1,215 mill. in 1956. The foreign exchange reserves 
rose by Kr 73 mill. during the year, and the dif- 
ference between this change and that in the bal- 
ance of payments must, as always, be ascribed to 
statistical ambiguities, capital movements and 
shifts in the short-term commercial credits. 


Foreign Trade (Mullion Kr) 


(Current 3-months averages) 
A Imports 
B Exports 
C Import surplus 


Source: Board of Trade 


For the first three months of 1958, foreign 
trade has shown an import surplus of kr 837 
mill., but it should be noted that this is a seasonal 
phenomenon, which admittedly has been strongly 
accentuated this year. 

1958 will probably see a decrease in the mar- 
keting possibilities for our exports, while at the 
same time, employment in the country, which is 
still at a high level, will probably mean that the 
high volume of imports will be maintained. The 
industrial expansion’s ‘“‘pause for breath” may, 
however, entail a liquidation of stocks involving 
reduced imports of various types of commodities. 
In the middle of 1957 the trend of export 
and import prices was reversed. The somewhat 
sharper decline in the latter meant an improve- 
ment in the terms of trade with abroad and the 
National budget anticipated a continued improve- 
ment during 1958. 

Shipping revenues may be expected to be sub- 
stantially smaller in 1958 than in 1957 on account 
of falling freight rates. After reaching a peak 
quotation during the Suez crisis in December 1956 
they declined, falling in the spring of 1957 below 
the average level for both 1956 and 1955. This 
down-turn was most pronounced in the case of 
tanker freights, which fell by 85 per cent during 
the year. If there is no upswing in 1958, the low 
freight level may mean that more Swedish tonnage 
will have to be laid up, though the relatively large 


Industrial Production 


A Production index (1938 = 100) 
B Percentage increase compared with last year 


Source; The Federation of Swedish Industries 


proportion of the Swedish mercantile marine that 
is time-chartered will only be affected to the extent 
that the contracts expire. On the 1st January this 
year, three times as many vessels with four times 
as large a cargo-carrying capacity were laid up as 
compared with the same date last year. This 
laying up continued throughout the winter in 
contrast to last year and on the ist April there 
“were over 250,000 tons dw laid up, as compared 
with only 27,000 tons dw one year earlier. These 
figures do not include those vessels which have 
been laid up for repairs, classification or merely 
for the winter months. 

The National budget estimated that although the 
net revenues from shipping will be Kr 150 mill. 
less in 1958 than in 1957, they will still be higher 
than in 1956. However, this estimate seems to be 
somewhat optimistic in view of the difference 
between the high average freight level during 1957 
and its present low level. 


The foreign exchange reserves (mill. kr.) 


1956 1957 1958 

The Riksbank Dec. Jun. Dec. Mar. 
oh Ao 1,376 1,195 1,134 1,052 
COTES 3 999 1,208 1,193 1,217 
EPU-currencies .... . 235 137 93 23 
Other currencies —162 —73 —-59 —37 
Total 2,448 2,467 2,360 2,255 

Commercial banks . . . . 317 135 478 402 
Total 2,765 2,602 2,838 2,657 


Wage development for male industrial workers 


A Average hourly earnings (in res) 
B Percentage increase over the past year 


Source: Social Board 
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Distribution of foreign trade 


It is interesting — especially this year, when 
the Common Market has come into operation — 
to survey the development of foreign trade during 
the post-war period, primarily perhaps when con- 
sidering how it is distributed between different 
countries. Between the years 1946 and 1957, the 
volume of Sweden’s foreign trade (incl. the net 
earnings from services) more than doubled, 
whereas the gross national product barely grew 
half as big again during the same period. What 
chiefly contributed to this expansion was the trade 
with the industrialized ‘“Western countries”. Be- 
tween 1948/49 and 1956/57, their share in the 
Swedish foreign trade increased from over 60 
per cent to 70—75 per cent, which implies that 
our trade with those countries has now once more 
reached pre-war proportions (1936—1938). The 
relatively profound changes that have taken place 
in the distribution of foreign trade since the end 
of the war have, to some extent, been brought 
about by new economic (and political) factors. 
But it would seem that the old furrows were 
deeply ploughed, for the post-war development 
— particularly in regard to imports — has led 
practically throughout to a reversion to the “‘inter- 
war structure” as expressed in averages for the 
years 1936—38. 

The only real departure from a trend towards 


Price trends (1949 = 100) 


A Wholesale prices 
B Costs of living 


Source: Board of Trade and Social Board 


1955 1956 1957 1958 
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The percentage distribution of foreign trade in 1936/38, 1949—I1957 


Imports from 1936/38 1949 1950 
Western Germany’ ...... 21.8 6.4 10.6 
Great Britain’ -fe. cee eos 12.2 17.3 19.9 
United States: Gy; <anteaes semen 16.2 9.6 8.6 
Benelux. i 3 5) a eeeimeney komen 7:3 1x3 8.4 
Firarice, s.. ) ie ists enone cea ee 3.1 S05 6.4 
Norway,..¢) sa seen emithntmnors ities 3-5 3-9 3.0 
Of which) Ubeisixnss ama oe. Bor 25.3 28.2 
Exports to 

Great Britain) sen . 23.7 17.1 14.3 
Western Germany” =... > . 18.2 7.4 12.4 
Norway tee gs eis ee os 6.6 9.8 9.0 
Beneluxy co-host ie see) 6.4 10.3 9.8 
Mele yl Gy OO RS ene A 3.2 4.5 4.4 
[UPN CGU SEES! GE oo 6B mien 6 9.0 5.8 6.2 
Of whieh? s-Dhesix@s 7 vsae 5) 29.9 25.2 28.7 


1951 1952 1953 1954 1955 1957 
13.3 17.7 18.3 20.3 21.9 22.0 22.1 
16.2 14.3 16.4 15.9 13.7 13.9 13.9 
9.4 9.6 8.1 7.9 9.8 10.2 12.8 
10.5 11.3 11.2 12.0 11.9 11.5 11.1 
5.0 3-6 4-7 4.9 4.6 3-7 30 
3-3 3-9 3.6 3.6 3-2 3-7 3-7 
31.6 34.8 37-1 40.3 41.2 40.0 39-3 
19.0 16.6 19.0 18.6 19.6 17.8 18.0 
10.0 11.8 11.5 12.3 13.2 13.6 14.2 
5.9 7.8 8.1 9.8 9.7 8.2 9.8 
9.6 9.5 10.6 10.3 10.7 10.8 10.4 
5.7 5-9 4-7 4.8 ee 6.3 5.1 
8.1 5-7 6.7 4-7 4.9 5.1 48 
28.3 29.6 20.5 30.5 32.1 33-9 33.0 


1956 


1 Before the war the German Reich, in 1949 only the British-American zone. 
* Comprises: Western Germany, France, Italy, Belgium, The Netherlands, Luxembourg. 


the normal pre-war composition of imports is that 
shown by the Benelux countries, whose share has 
risen from 7 to 11 per cent. This is of particular 
interest seeing that those states are included in 
the Common Market, whose members supplied 
Sweden with nearly 34 per cent of her imports in 
1936/38. During the early post-war years this 
share was considerably lower, but it grew — par- 
allel to the German expansion — to over 41 per 
cent. However, a certain reaction set in during 
1956, and last year their proportion was down to 
39 per cent. 


Position of the Riksbank (milliard Kr) 


A Gold, foreign exchange & bonds 
B Note circulation 
C Bonds (incl. Treasury bills) 


Source: Sveriges Riksbank 


On the export side, the development was far 
less uniform. Sweden’s biggest customer, Great 
Britain, which before the war took nearly a 
quarter of the Swedish exports, has in recent 
years purchased less than a fifth. Nor are there 
any signs that an increase is to be expected. The 
German Reich took 18 per cent before the war, 
and Western Germany has gradually increased her 
importance, buying over 14 per cent in 1957. It 
may seem natural to extrapolate this trend and to 
forecast an approach to the pre-war value, but 
this would be particularly hazardous now, when 


House building (in rooo dwelling units) 


A Under construction 
B Started 


Source: Labour Market Board 
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the effects of the Common Market may soon 
conceivably begin to make themselves felt. The 
rest of the states belonging to the Common Mar- 
ket took a far larger proportion of Sweden’s ex- 
ports in 1957 than before the war, with the 
Benelux countries’ share rising from 6 to 10 per 
cent, France’s from 3 to 5 per cent, and Italy’s 
from 2 to 3 per cent. The whole of this change 
took place before 1949, and the succeeding years 
show only minor variations in the values in- 
dicated. The Scandinavian customers — especially 
Norway — have become of much greater signif- 
icance, while, at the same time, the Swedish ex- 
ports to the U. S. A. have, relatively speaking, 
dwindled to half. To sum up, it may be said that, 
during the past few years, the Swedish exports 
have been far more evenly distributed over many 
comparable customers than before the war. For 
at that time Great Britain, Germany and the 
United States, took 50 per cent of the exports, as 
against now only 37 per cent, while the cor- 
responding figures for the Benelux countries, 
Denmark and Norway are 18 per cent and 25 
per cent. It is possible that in this way Sweden 
has been able to safeguard herself better against 
risks of import restrictions and other measures 
likely to disturb her trade with individual coun- 
tries. But here the problems concerned with the 
Common Market enter the picture as a possible 
complication. 33 per cent of the Swedish exports 
now go to The Six as compared with 30 per cent 
before the war, so that Sweden is slightly more 
dependent upon that market, especially in view 
of the fact that the post-war development of our 
exports has depended very largely upon its 


_ growth. 


Against the background of the heavy deficit in 
the trade balance over the past four years it may 
be of interest to study the distribution of Sweden’s 
foreign trade. By comparing, in respect of each 
country, the quotient between Sweden’s imports 
from and exports to it, we obtain some idea as to 
the extent to which the balance has shifted. Before 
the war, imports from Great Britain corresponded 
to only 55—6o per cent of the value of the ex- 


ports to that country, while during the post-war 


period, this figure rose to approximately 90 per 
cent, showing a very substantial fall in the pre- 


war surplus. The imports from Germany in 1936/ 
38 were 40 per cent larger than the exports to 
that country, and are now 75—90 per cent larger. 
Thus, the import surplus vis-a-vis Western 
Germany has, relatively speaking, doubled since 
the pre-war years. The same applies to the trade 
with the United States. Certain improvements 
have, however, taken place in regard to Sweden’s 
minor trading partners, i.e. to France, Norway 
and, to some extent, the Benelux countries. Vis- 
a-vis The Six, the import surplus — owing to 
the predominance of Western Germany — has 
risen since before the war, though here too an 
improvement has been registered since 1955. 

This may be summarized by saying that, while 
foreign trade on the import side has adjusted 
itself to the inter-war pattern, on the export side 
it has been more evenly distributed and the pre- 
dominance of the great powers has diminished. 
The consequence of this has been, of course, that 
the import surplus derived from Sweden’s deal- 
ings with our biggest trading partners has shown 
a steep rise. The deterioration that has taken place 
in the trade balance has largely been offset — 
though not entirely — by larger surpluses or 
smaller deficits with other countries. 

Any analysis of the reasons for these changes 
must be based chiefly on the composition of the 
goods in foreign trade. Sweden’s imports and ex- 
ports, broken down into raw materials and fin- 
ished products, have not changed appreciably dur- 
ing the past twenty years. Generally speaking, 
Swedish foreign trade is considered to be well 
balanced in its composition, with about half of 
each category of goods in both the export and the 
import trade. Countries with other proportions 
often experience more violent changes in their 
terms of trade than we have usually encountered. 
Sweden’s trade with Western Germany, Great 
Britain and the United States is, however, differ- 
ent in composition from her total foreign trade. 
Without going into detail over the definition of 
finished goods and raw materials, it is undoubt- 
edly a fact that the bulk of the imports of finished 
goods comes from these three countries, while 
at the same time a large proportion of the raw 
material exports goes to them. Sweden’s imports 
of finished goods from them have increased, in 
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terms of value, far more rapidly than her exports 
to these countries. The result has been a steadily 
increasing surplus of imports vis-a-vis these three 
important trading partners. 


The Budget and the credit market 


The Government Budget proposals presented in 
January covering the fiscal year 1958/59 reflects 
the recent unfavourable development of Govern- 
ment finances. Already in the financial year 1956/ 
57 Government revenues were showing signs of 
diminishing, while Government expenditure con- 
tinued to expand. It is estimated that the current 
financial year will show a deficit in the total 
3udget amounting to about Kr 1,600 mill., while 
as recently as May last year, when the Budget was 
approved, it was anticipated that there would be 
a deficit of only about Kr 150 mill. 

Even in the proposals for the financial year 
1958/59 presented in January 1958, the total 
Budget was expected to show a deficit of about 
Kr 1,600 mill., but it is highly probable that this 
figure will be exceeded. The Budget proposals 
did not give precise figures for defense expendi- 
ture, these being fixed in negotiations between 
the leaders of the political parties. The highei 
outlays resulting from this agreement will be 
financed by means of increased indirect taxation, 
notably of alcoholic beverages and tobacco, which 
is expected to yield the Government additional 
income of about Kr 400 mill. per annum. These 
higher tax rates have already come into operation, 
so that they will help to reduce the deficit during 
the current financial year. 

The Government’s loan requirements for the 
next financial year are estimated in the Budget 
to be about Kr 1,600 mill., or approximately the 
same as for the current year. The bulk of this 
sum may be expected to be met by short-term 
borrowing from the commercial banks and the 
Riksbank. The fact is that the capital market will 
no doubt be resorted to mainly for satisfying the 
housing sector’s and the local authorities’ needs 
for credit, and both these sectors indicate that 
their loan requirements in 1958 will exceed those 
for 1957. How the demands of industry and trade 


for credit will develop depends very largely, of 
course, on the economic activity in general and 
also on the economic policy pursued by the 
Government. 

In presenting the Budget Bill, the Minister of 
Finance stated that it would have been most bene- 
ficial if the stringency of the Budget could have 
been maintained to a far greater extent both in 
the current and in the next financial year. In the 
present situation, great importance must be 
attached to the Government’s credit policy in its 
endeavours to preserve economic equilibrium. 

During the first half of the year, the Govern- 
ment’s financial operations generally lead to a 
tightening-up of liquidity on the money market, 
which is one of the reasons why the commercial 
banks’ advances reach a seasonal peak in May. A 
similar tightening-up process may be expected to 
take place this year too. During the latter half of 
the year, on the other hand, there is likely to be 
a substantial increase in liquidity on the market. 
How the influx of money into the commercial 
banks will be used depends on the kind of credit 
policy pursued. It is probable, however, as has 
been hinted above, that, as in 1957, a very large 
proportion will go towards financing Government 
activities through the purchase of Treasury bills 
and short-term Government bonds. 


Position of the commercial banks (in mill. ky.) 


1956 1957 1938 
Assets Dec. Feb. Dec. Jan. Feb. 
CaS Bes «cig tse 788 539 724 482 464 
Treasury bills 692 ~—s: 11,282 1,146 1,291 1,619 
Swedish bonds. . 2,602 2,657 2,562 2,899 2,906 
Advances . . . . 10,638 10,678 10,826 10,713 10,768 
Due from foreign ‘ 
bankiiast,, ©; 659 673 843 802 788 
Other assets . . . 1,161 697 1,935 1,528 1,494 
Total 16,540 16,526 18,036 17,715 18,039 
Liabilities 
Deposits » 13,090 13,356 14,263 14,700 14,798 
Due to foreign 
banks. ...,. 332 343 315 280 286 
Reserves 1,238 1,238 1,270 1,270 1,270 
Other liabilities 1,880 1,589 2,188 1,465 1,685 
Total 16,540 16,526 18,036 17,715 18,039 


The housing sector is expected to require in- 
creased credits during 1958 as compared with last 


ee a —— 
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year. Insofar as difficulties may arise in meeting 
these demands on the capital market, there may 
be a risk that the refunding of construction loans 
granted by the commercial banks will not be pos- 
sible, which may delay the starting of new build- 
ing projects. 

The volume of credit for building operations 
and the financing of housing has undergone im- 
_ portant structural changes, primarily owing to the 
heavy increase in Government commitments. 
“Whereas in 1944, the Government’s loan funds 
“represented 5 per cent of the volume of credit, 
their share in 1956 was no less than about 20 per 
cent. The share of all other lenders has fallen, 
except that of the Post Office, whose building 
; s have swelled considerably in recent years. 
The development is illustrated by the following 
table : 


The volume of credit for building operations and the 
financing of housing in 1944 and 1956 (direct loans) 


1944 1956 

mill. per mill. per 

kr. cent kr. cent 

Commercial RPEDRS 2 ec wk es 1,661 20.7 3,896 14.6 
Savings banks .......- 2.501 31.2 7,832 29.3 
Geeat Office, ...----- G2eemwer | 1,903 75 
Mortgage banks. ...... 1,485 18.5 3,901 14.6 
Mortgage investment companies 448 5.6 891 a6 
_Tnsurance companies... . - 1437 17:9 2,903 10.9 
“State loan funds... .... 400 5.0 5,284 109.8 
; Total 8,024 100.0 26,700 100.0 


Tt will be seen from the table that the Govern- 
ment grants far more credit to this sector than 
‘the mortgage banks and the mortgage invest- 
ment companies combined. That is to say, a 
considerable proportion of the amounts which the 
Government borrows is used to finance housing 
—a fact that may be interesting to note in view 
the extensive Government borrowing from the 
mmercial banks. The latter may consequently be 
to contribute to the financing of housing via 
cir purchases of Government securities besides 
their large-scale direct credit accommodation. 

i ering the past five years, the Swedish bond- 
holdings have grown by nearly Kr 7,200 mill. Of 
s total, about Kr 4,800 mill. are accounted for 
the Government and Kr 2,200 mill. by the 
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mortgage institutions, while industrial firms have 
only obtained Kr 200 mill. Most of this latter 
amount represents bonds issued by power com-' 
panies. No industrial loan in the proper sense has 
been issued since 1953. 


The bond and stock markets 


The development of the bond market during the 
first quarter of the year has been characterized by 
very little activity and insignificant price fluc- 
tuations. However, in the middle of January, the 
prices of long-term low-interest-bearing bonds 
rose — reflecting the uncertainty regarding the 
development of interest rates and the discussions 
on the possibility of the discount rate being 
reduced. 

During the year, the City Mortgage Bank and 
the Housing Credit Bank were permitted to issue 
new loans at 5 1/4 per cent and 5 1/2 per cent, 
these being of the same type as the latest issues, 
apart from the fact that the City Mortgage Bank's 
loan has a term of 12 years. In January, the 
Government issued a short-term 5 per cent loan 
to run for somewhat over 3 years, which was 
intended for the commercial banks, and which 
was partly paid with Treasury bills. Further- 
more, two power company loans and two mu- 
nicipal loans were issued, viz. a City of Gothen- 
burg 5 1/4 per cent loan and a City of Trond- 
heim 5 1/2 per cent loan, this latter being in- 
tended to finance the city’s power plants in the 
River Nea, which will supply power to the City 
of Stockholm. 

During the first quarter the following bond 
loans have been issued: 


No. of years 
Rate of Amount to redemp- 
interest of loan tion date 
percent mill. kr. (to conversion 
right) 
Swedish Government... - 5 255 3 
City Mortgage Bank. . . . 5 '‘/4 150 12 (10) 
Housing Credit Bank. . . . 5 '/2 7s 40 (10) 
City of Trondheim? . . . . 5 '/2 32 18 (10) 
City of Gothenburg . . . . 57/8 30 10 
Kringede AB... 1 - + - 5"/s 30 25 (10) 
Kattstrupeforsen AB... . 5/2 8 25 (10) 


1 Price of issue 99 per cent, the others at par, 
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The stock market reflected to a great extent 
during the first quarter the same hesitant and 
wait-and-see attitude as in the latter part of 1957. 
Except for one or two isolated securities the trend 
of prices remained more or less unchanged. 
However, there were certain temporarily stimu- 
lating factors. The Government Budget in Janu- 
ary, which was considered to involve risks of 
further inflation, led to increased interest on the 
part of buyers, accompanied by rises in prices. 

The company statements issued towards the 
close of January within the investment securities 
group, entailing in some cases higher dividends 
and, in one case, a bonus issue, also stimulated the 
stock market. 

The uncertain attitude of the stock exchange 
was temporarily reversed however, upon the pub- 
lication of the Asea and Kopparberg companies’ 
statements, which both announced bonus issues, 
and also of certain other companies’ statements 
declaring higher dividends. Considerably increased 
activity was observed on the part of buyers, and 
prices rose in consequence. 

The yield, calculated as the latest dividend 
announced in per cent of the market prices, was, 
in the middle of the following months, for a 
selection of representative securities : 


1957 1958 

March June Sept. Dec. 

Five wood-processing companies 3.6 3.6 3.6 3.5 3.3 

Two timber and iron industries 3.7 3.5 3.6 3.7 3.6 
Five exporting engineering com- 

DATES reraeret he Mane ale oat 5.0) 50 "5.377 ack 5.3 

Four leading banks. . . «1. . 5.§ 5.6 5.8 95.8 mie 


At the beginning of March, the shares of AB 
Wilhelm Becker were transferred from the free 
list to a daily quotation on the official stock ex- 
change list, which caused a rise in their price from 
about Kr 87 to Kr 100. However, it has not been 
possible to maintain this latter quotation, and 
recently lower prices have prevailed. 


Bonus issues. 


Allminna Svenska Elektriska 


Aktiebolaget (ASEA) 1 new for 2 old Kr. 101.25 mill. 


Bergvik & Ala AB’... . >. I? > 3.) & «32a 
AB Platmanufaktur .... 1 » » 5 > » 20 » 
Férvaltnings AB Ratos, 

OVEIMATY 062 steels r > 2» 1 > 2 some 
Stora Kopparbergs Bergs- 

lagavA BG Sirs 3p ccaaieon rs I> »* 2% & $n 
New issues. 


Aktiebolaget 
Platmanufaktur 3 new for 10 old Kr. 3.0 mill. at Kr. 140:- 


AB Separator. . 1 » » 10> » 83 » » » 180;— 
Sandviken 
Jernverks AB . I » 3%» » 200 % > » 126r= 
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Some Statistical Data on Sweden's Economic Position. 


I. THE RIKSBANK. (Amounts in million kr.) 


Gold and Foreign Exchange Reserves Sight Deposits 
Bonds and Note 
2 Treasury Advances | q:; . Thereof 
Gold? Foreign | Total Bills Circulation) = Tota) |— —_— 
Exchange Stat Comm. 
e 
Banks 


1938 707 750 1457 106 50 1 061 849 418 428 
1953 1130 1491 2 621 2 786 357 4835 545 363 180 


1954 1370 1 104 2 474 3 267 99 5 087 441 289 150 
195 1 426 1 004 2 430 4.023 25 5 31 747 321 418 
195 1 376 1072 2448 4390 21 559) 504 260 241 
1957 1134 1226 2 360 5 050 89 5 840 415 273 136 
1957 | 1958\ 1957 | 1958) 1957 | 1958\ 1957) 2958 | 1957) 1958 1957 | 1958 1957 | 1958 | 1957 | 1958 | 1957 | 1958 


Jan. | 1325|1113] 1078 ba 2 403 | 2 326] 4140 4761) 20] 1115 334|5 547 470 | 317 | 291 | 277] 175 | 38 
Feb. | 1325|1079] 1025)11 aie 2245|4103|4579| 20) 129] 5 33715 5¢7| 373 | 201 | 269 ie 93,1 39 


Mar. | 1 300|1052| 1157) 1203] 2463) 2255 | 4 322 44608] 19] 2521527115 443] 462 | 141 | 316 7 | 143] 50 
Apr. | 1290 1112 2 402 4326 18 5 359 287 140 143 
May | 1195 1213 2 408 4411 12 52 356 213 137 
Jun. | 1195 1272 2 467 4.493 I 5 401 230 103 123 
Jul. | 1203 1299 2 502 4616 15 5 246 §20 a 276 
Aug. | 1245 1 202 2 447 4491 69 5 320 332 201 68 
Sep. | 1214 1180 2 394 4474 112 5 361 284 128 153 
Oct. | 1 167 1257 2 424 4561 16 5 504 130 74 3 
Nov. | 1174 1103 2 359 4477 172 5 542 113 49 I 
Dec. | 1 134 1 226 23 § 050 89 5 840 415 273 136 
1 Market value. — ? Net claims on foreign countries. 
Il. COMMERCIAL BANKS. (Amounts in million kr.) 
Advances Deposits 
At the . Net Claims 
End Cash sen on Foreign Overdrafts Thereof 
of ones Countries Bills Loans and Other Total Total Sh cree 
Mavances ort Term 
190 95 1 163 270 470 4 338 4260 1152 
3 345 9 2 568 5 16 1798 9 932 11 839 2591 
3,049 12 2 903 5 833 2 356 11 092 12 727 2519 
2958 169 2731 3355 2 444 10 530 12 609 ree 
3 295 437 2613 50 2937 10 038 13,090 2 
4437 661 2597 § 115 3114 10 826 14 263 2714 
1958 | 1957 | 1958 | 1957 | 1958 | 1957 | 1958 | 1957 1958) 1957 / 1958) 1957 | 1958) 1957 | 1958 


a a | | 


643 | 482 | 3 687] 4.952] 428 | 650 | 2557) 2 578) 5 077 5 088] 3.035 | 3.003 | 10 669}10 713] 13 356]14 700] 2 304] 2 338 
539 | 464 | 3.939] 5 265] 417 | 634 2 547 2 573] § 092] § 121] 3 039] 3 074 | 10678]10 768} 13 502]14 798) 2 358 | 2 317 
$41 | 536 | 3609] 4.943] 279 | 541 | 2663] 2724) 5 097] 5 169] 3 149] 3 234 | 10 9og|tI 127] 13 406|14 834) 2 302 | 2 348 


261 2651 § 073 3145 10 869 13 302 2 380 
289 271 509 3 385 11 193 12 819 2041 
268 3 312 11 137 13, 003 2 296 
5 2717 3 229 11053 13 843 2455 
ep pats 3, 062 10 810 13 847 2 i 
497 2 3 166 10 939 13 937 2214 
498 2649) 51 3,030 10779 1423] 2 378 
74 2646 3,050 1087 14 094 2237 
bor 2597 3114 Io 82! 14 263 2714 


% Including Treasury Bills. 
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Ill. OTHER CREDIT INSTITUTIONS. STOCK EXCHANGE 


Deposits Turnover at the 
Savings Banks at the Turnover of | Yields on Bonds? | Stockholm Stock Share index® * 
Year Post Office rt) ostal Exchange* 
a Savings Sesto Govt Industrial 
Month] Deposits? Advances? Bank? Toane Takase Bonds Shares Home Other 
Million kr. | Million kr. | Million kr. | Million kr. | % % | 1000kr.| 1 000 ke, | Mdustrtes) Induataies 
1938 3 685 3 069 606 24 986 2.32 2,92 243 931 149 103 
1953 9 081 562 2 780 256 280 3.30 3,72 294 336 146 213 
1954 9 699 9 224 2950 279 958 3.39 3,70 292 34 180 267 
1955 10 339 9743 3118 307 422 3.72 4.63 244 642 195 299 
1956 11 097 10 370 3315 338 877 3,78 4,70 433 555 176 283 
1957 11.969 Ir 152 3571 375 137 4.41 5.12 397 772 182 289 
1957 | 1958) 1957 | 1958 | 1957 | 1958 | 1957 | 1958 1as7|r958 1957|1958|1957| 1958) ras7|r9s8 r9s7|ra58 1957195 
Jan. ; : 3 464] 3 749 | 35 787] 38 329] 4,10] 4,46] 4,94] 5,32] 540] 376| 768] P09 me 185 | 284 | 290 
Feb. : ; 3 485 | 3 769| 21 871) 23 $95] 4,15) 4,55] 5,03] 5,33] 321 | 446] 711] 736 | 181 | 183 | 291 | 293 
Mar. | 11785 10 599 3.497 | 3 784] 38 425] 39 652! 4,18) 4,50] 4,98] 5,28) 403 | 352 |1014] 967 | 182 | 185 | 296 | 3co 
Apr. ; ; 3.48% 24 391 4,18] 4,40] 4,921 5,13] 491 830 186 | 180 303 2go 
May ; : 3 489 40 829 4,20 4.96 438 991 183 3 
Jun. | 11745 10 742 3524 26 501 4,22 4,95 441 1083] | 188 313 
Jul. ; : 3559 39 332 5,06 5553 397 649 185 306 
Aug. . . 3574 21 812 4,82 5,28 306 602 189 310 
Sep. | 11967 10 934 3 570 34 123 4,41 5,18 303 648 183 299 
Oct. : : 3 584 26 807 4,53 5,21 359 605 178 290 
Nov. 358 37 50! 4,53] | 5,21) | 341 774° 177 201 
Dec. | 11969 11 152 3572 27758 4,53 5,28 417 639 175 280 
1 At the end of each year or month. — * Calculated on market prices at middle of months. The yearly figures represent 
averages of the monthly figures. — * Averages per Stock Exchange business day. — * Nom. value Jan. 1953 = 100. 
LV. OTHERS ALES 1 Ai eawan 
; Unem- Wholesale Price Index 
: Foreign Trade ] ae Con- 
Year National Production aie (1935 = 100) sumer 
or Debt Export (+) | Index Trade Price | ' 
Month Imports Exports or Import | 1935=100| Unions | Import | Export All Index 
Million ke. | Million kr.| Million ker] ‘—) Sueplus % Goods | Goods | Goods |rosg=iam 
. Million kr. 
1938 2 566 2 O82 1 843 — 239 123 10,9 40 47 51 
1953 13852 8 161 7 057 — 50. 204 2,8 130 144 144 
1954 15 0$9 9 192 196 - a56 213 24 129 142 133 
1955 16 081 10 337 8 933 —1 404 226 2,6 135 147 138 
145 16 966 11 434 10 067 —1 367 232 2,9 143 153 145 
1957 19 095 12 533 11 104 —1 429 249 3,0 144 155 117 


7957 | 1958 | 1957 | 1958 | 1957) 1958| 1957| 1958 1957| 1958 1957|1958 1957| 1958, 1987|r958 1957\ 1958) 1957| 1958) 


Jan. | 17053] 19 186] 1 141} 1225] 915] 916|—226|— 309] 243] 250] - 151] 136] 155] 152] 148] 146 
Feb. | 17261] 19 466] 1050] 955) 794] 748|—256|— 207] 250] 252] 3,9) > | 150] 134] 155] 152] 147] 145 
Mar. | 17 232] 18 834 | 1.052] 1030] 803} 709|—249|— 321] 250 . 149 155 147 
Apr. | 17515 1038 872 —166 258 3,2 148 155 147 
May | 16624 1 122 1 065 — 57 257 : 146 155 147 
Jun. | 16818 996) 909 — 87 256 1,9 145 155 147 
ul. =| 17547 I 040) 964 — 76 127 : 143 1g¢ 148 
ee 17 806 956) 38 — 72 236 ne 143 155 ie 
Sep. | 17705 998 1.03 + 40 255 . 142 155 146 
Oct. | 18 28 1 096) 994 —102 zo7 2,0 139 154 14 
Nov. | 18 108 1 062 957 —10 253 139 154 14 


Dec. | 19095 980 giz = 6 254 553 137 153 146 


' At the end of each year or month. 
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Statement of Condition March 31‘, 1958 


ASSETS 

Cash in hand and with the Riksbank Kr. 164,554,000 
Bonds and Treasury Bills 1,171,215,000 
Loans and Discounts 2,707,336,000 
Swedish Banks and Savings Banks .......-.-- 20,208,000 
Banks abroad 198,188,000 
Sundry Accounts 26,243,000 
SEATES ects wl oe. 0416: 2: 1 ae 29,307,000 
Buildings, Furniture and Fittings 51,293,000 

Kr. 4,368,344,000 


LIABILITIES 

Deposits ... 6 + 2 6 « Kr. 3,682,268,000 
Swedish Banks and Savings Banks . . . > 34,316,000 
Banks abrosd you «ss 6 ewe » 66,231,000 
Sundry Accounts 222,107,000 
Share Capital... ..-. + ++ + Kr. 194,112,000 
Reserve Funds .... s «6» .155,888,000 
Undivided profits 13,422,000 » 363,422,000 

Kr. 4,368,344,000 
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